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PANICS  AND  THEIR  PANACEAS. 


I. 

It  will  probably  be  a long  time  before  any  excuse  will  be  required  for 
offering  a new  exposition  of  tlie  relations  ot  Capital,  Currency,  and 
Industry  under  tlieir  healthy  and  deranged  conditions,  beyond  either  a 
plausible  claim  to  a novel  point  of  view,  or  even  simple  competence  to 
set  forth  the  results  of  technical  and  philosophical  discussions  with 
simplicity  at  once  and  accuracy.  After  all  that  has  been  said  and  done 
and  suffered,  opinions  are  still  so  far  from  common  agreement  that  it  is 
hard  to  think  that  fair  comparison  can  yet  have  been  made  of  all 
pertinent  facts  and  principles ; it  is  in  the  pages  of  a writer  w ho, 
w'hatever  his  subjects,  and  however  various  they  are  ever  serious  and 
profound,  is  scarcely  surpassed  but  by  one  other  of  our  time  in  self 
confidence,  that  w'e  are  almost  startled  by  a word  of  hesitation 
on  questions  of  currency.  “ I give  the  foregoing  opinions,”  says 
Mr.  J.  S.  Mill,  “ as  the  results  to  which  I have  been  guided  by  the 
lights  that  have  hitherto  fallen  on  the  subject ; conscious  that  additional 
lights  are  almost  sure  to  be  struck  out  wdien  the  knowledge  of 
i principles  and  of  facts  necessary  for  the  elucidation  of  the  question 

becomes  united  in  a greatei'  number  of  individuals.  Polit.  Econ.^ 

II,  214. 

Another  w^riter,  in  whom  this  desiderated  combination  is  well 
brought  to  bear  on  the  theory  of  the  foreign  exchanges,  expresses  a 
fear  at  last  that,  with  all  his  endeavour  to  be  popularly  intelligible,  he 
may  not  have  succeeded  in  entirely  emancipating  his  language  from 
the  jargon  of  the  Stock  Exchange.  The  technical  language  thus 
frankly  qualified  is  cerfainly  as  confusing  to  those  unfamiliar  wdth  it 
as  the  algebraical  formulas  ; it  will  be  time  enough  to  resort  to  it  for 
really  effective  conveniences  of  abbreviation  when  the  combinations  of 
ideas  dealt  with  have  become  so  familiar  that  symbols  are  in  fact  an 

assistance  and  relief. 

Upon  much  the  same  principle,  the  exposition  will  be  simplified  if, 
in  treating  of  conjunctures  that  embarrass  and  may  embroil  nations,  we 
proceed  in  the  first  instance  from  the  point  of  view  and  place  of  action 
of  an  individual — of  the  ultimate  integer — who  remains  ever  the  same, 
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whatever  the  variety  of  characters  he  may  assmiie  from  his  trans- 
actions, w ho  only  becomes  a member  of  an  association  to  absorb  as 
much  as  to  be  absorbed  in  its  personality,  and  still  animates  with  the 
interests  and  passions  of  an  individual  that  final  jiggregate  that  is  so 
imposing  is  a nation. 

Trade  in  the  sense  of  interchange  of  serviceable  commodities,  is  a 
condition  of  the  social  existence  of  every  one ; money,  or  transferable 
value  em  )loyed  as  an  intermediate  instrument,  is  less  necessarily,  but 
only  one  degree  less  necessarily,  a condition — it  must  always  be  a 
primary  convenience,  of  trade.  Of  all  forms  of  luoney,  the  precious 
metals,  g )ld  and  silver,  have  certain  qualities  that  render  them  the 
most  impi  )rtant,  as  in  many  respects  the  most  convenient. 

Every  one  interchanges — must  be  constantly  a party  to  a transaction 
in  which  le  is  either  a buyer  or  a seller  ; and,  as  regards  the  essential 
nature  of  the  transactions,  he  who  sells,  buys  ; and  he  who  buys,  sells. 

A duchess  buys  a bonnet,  and  in  doing  so  sells  her  sovereigns,  sells  them 
too  cheap  if  the  bonnet  is  last  year’s  or  last  month’s,  sells  them  dear  if 
the  millin  ^r,  anxious  for  ready  money  or  ill  inform<;d  of  the  course  of 
fashion,  t(  mpts  her  by  an  unnecessary  reduction  in  price.  A butcher’s 
bill  is  pa  d with  the  money  that  passes  to  the  tradeswoman,  a bill  it 
may  be  foi  mutton  that  the  butcher  bought  from  the  duke’s  steward,  and 
now  proceeds  to  pay  for  with  the  duchess’s  own  sovereigns,  received 
from  his  i lantuamaking  customer.  The  interchange  has  a basis,  there- 
fore, whica  Avould  have  been  little  different  had  the  duke’s  sheep  been 
handed  o^  er  direct  to  the  milliner,  as  soon  as  the  value  of  the  bonnet 
was  decided  on. 

It  woi  Id  have  been  hard,  however,  to  carry  through  such  a direct 
interchan  re,  even  with  the  help  of  lambs  or  poultry  to  make  up  the 
fractional  lifference  of  a whole  sheep.  Take  what  illustration  of  barter  we 
will,  the  lifficulties  will  come  out  as  grossly,  and  hence  the  resort  of 
those  whose  lives  are  spent  in  conducting  such  transferences  to  the 
contrivani  :e,  the  invention  of  Money.  The  convenience  they  seek,  and 
that  is  found  in  money,  is  the  habitual  provision  of  an  article  with 
qualities  (iausing  it  to  be  in  such  universal  demand  that  it  may  be 
readily  ta  mn,  because  it  is  known  that  it  can  be  as  readily  given  in 
exchange  for  anything  at  all  times. 

Without  troubling  ourselves  just  now  to  show  or  examine  the 
possibility  of  Credit-money  having  been  invented  independently  of  ■ 
metal,  an  i answering  its  purpose  very  effectively,  we  may  pass  to 
the  inven  ion  of  Coin,  and  recognise  its  advantages. 

The  o]  iginal  high  value  of  gold  relatively  to  other  useful  metals,  and 
to  a very  important  extent  that  of  silver  also,  results  chiefly  from  its 
great  beauty ; and  a large  quantity  is  used  up  yearly,  partly  in  orna- 
ments tha  t do  not  suffer  diminution,  and  partly  in  works  that  are  liable 
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to  attrition,  or  are  consumed  as  in  gilding  and  ultimately,  perhaps 
rapidly^,  lost  mrecoverably.  It  enters,  however,  also  in  the  form  of  a 
mere  commodity,  valuable  for  special  physical  qualities,  into  various 
processes,  as  those  of  photography,  with  like  result.  It  is  because 
gold  possesses  an  anterior  and  independent  value  as  a commodity  to  be 
acquired  for  its  own  sake,  that  it  is  available  as  money  ; but  the  fact  of 
its  employment  as  money,  though  secondary,  has  doubtless  great 
influence  of  reaction  on  its  market  value,  inasmuch  as  it  aflects  the 
eagerness  with  which  it  may  be  sought  after.  Such  employment  is  an 
additional  form  of  economical  application,  and,  to  a certain  degree, 
consumption,  as  involving  loss  in  wear  and  tear,  by  ruin  or  ship- 
wreck. 

Besides  the  essential  circumstances  of  universal  demand  from 
intrinsic  valuableness,  and  indeed  confirming  it,  gold  has  various 
qualities,  common  also  for  the  most  part  to  silver,  which  enhance  its 
fitness  for  a medium  of  exchange. 

It  is  compact,  unbulky;  that  is,  it  comprises  large  value  in 
relatively  small  weight  and  bulk  ; and  value  in  this  form  is,  therefore, 
very  portable  and  very  easily  concealed. 

It  is  very  durable ; it  does  not  rust  or  corrupt ; and  its  liability  to 
attrition  may  be  considerably  reduced  by  alloy,  from  which,  as  from 
any  other  foreign  admixtures,  it  may  be  again  freed  without  injury  or 
loss. 

It  is  susceptible  of  repeated  subdivision  and  reunion  without  loss. 

It  is  uniform  in  quality',  homogeneous  absolutely. 

It  is  susceptible  of  taking  solid  form,  and  recei^dng  and  retaining 
impressions  of  high  artistic  finish. 

Gold  is  peculiarly^  exempt  from  extreme  fluctuations  in  value,  as 
tested  by  comparison  with  whatever  other  commodity  can  bo  recognized 
for  any  considerable  length  of  time  as  steady  amid  change.  This 
quality  is  due  partly'  to  circumstances  of  production  and  then  to 


peculiarities  of  distribution  ; a very  large  portion  of  the  entire  stock  of 


the  world  is  as  permanently  withdrawn  from  the  market,  by  being 
preserved  in  the  form  of  personal  ornaments,  as  though  it  had  never 
been  produced ; and  still  more  importantly,  differences  of  price  in  the 
most  distant  places  admit  of  being  rapidly  equalized  by  facility  of 
transport,  and  whatever  alteration  does  accrue  is  at  least  distributed 


at  once  through  the  entire  mass  of  the  world’s  store. 

To  such  qualities  it  is  due  that  there  is  always  a demand  for  gold, 
as  also  indeed  for  silver ; both  are  comprised  in  the  term  Bullion.  For 
convenience  of  commerce,  bullion  is  cast  into  masses  conveniently' 
large,  and  then  called  bars,  and  marked  with  certifying  stamp  of  weight 
and  fineness ; divuded  into  quantities  conveniently  small  for  passage 
from  hand  to  hand,  of  definite  weight  and  fineness,  and  certified  and 
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protected  by  ofi&cial  and  artistic  manufacture,  bullion  becomes  coined  j 

money. 

Coin  ‘d  metal  which,  although  of  definite  weight  and  value,  is  made 
legally  c irrent  at  a rate  much  above  its  intrinsic  value,  like  our  silver 
and  broi  ze  circulation,  is  money  only  in  an  inferior  sense  ; the  so-called 
coins  art  tokens  only,  and  keep  up  to  their  nominal  value  in  exchange 
under  th  3 same  influences  of  convenience  and  limitation  of  supply  that, 
as  we  sh  all  see,  affect  even  an  inconvertible  currency  made  of  paper. 

Nobcdy,  then,  in  any  ordinary  way,  has  requirement  for  coined 
money  t ) make  direct  use  of  it,  to  make  it  the  subject  of  treatment  in 
consumj  tion  or  manufacture ; but  still  every  trader,  in  the  largest 
sense,  w 'Jl  take  it  in  exchange  for  what  he  has  to  sell,  secure  that  it 
will  be  accepted  from  him,  or  any  portion  of  it,  at  once  and  at  any 
time,  in  3xchange  for  anything  whatever  he  may  require  to  buy  within 
its  total  value. 

An  individual,  therefore,  and  it  is  the  same  for  a nation  as  for  one 
man,  coi  suits  convenience  by  being  provided  with  a certain  portion  of 
his  wealth,  greater  or  less,  in  coined  money.  He  may  endeavour  to 
have  no  more  in  this  form  than  is  absolutely  necessary,  but  however 
rapidly  1 e may  operate,  however  quickly  he  may  buy  and  pay  after  he 
has  sold  and  received,  he  will,  on  an  average  of  time,  have  a certain 
amount  ying  by  him,  and  so  far  dead  and  yielding  no  return  directly. 

This  res(  rve  may  be  said  to  cost  him  its  interest,  which  is  his  payment 
for  a cor  venience  so  important  for  the  saving  of  lime,  and,  indeed,  for 
rendering  many  desirable  operations  possible,  that  it  is  value  well 
invested  money  well  laid  out,  and,  in  reality,  very  far  from  not 
yielding  inasmuch  as  it  materially  conduces  to  a profit.  The  case  is  not 
difierent  from  the  possession  of  a horse,  which  renders  services  during 
half  the  day  that  fully  cover  the  expenses  that  a)'e  running  on  all  the 
same  wh  ile  it  stands  idle  or  sleeps. 

At  tl  e same  time  lavishness  may  find  an  opportunity  here,  as  else- 
where ; and  in  prosperous  times,  no  doubt,  men  generally — some  i 

careless  or  ostentatious  or  capricious  men  in  any  times — keep  many  | 

more  so^  ereigns  in  their  tills  and  desks  and  purses  than  are  necessary ; * 

and  five  may  be  employed  to  do  work  that  two  would  be  fully  equal  to. 

This  CO  isideration  becomes  of  importance  in  times  when  money 
becomes  scarce. 

In  ai  .y  case,  coined  money  is  now  chiefly  used  for  facilitating  the 
smaller  interchanges  and  adjusting  ultimate  diiferences  on  balance. 

The  mul  fitudinousness  of  these  transactions,  their  small  amount,  rapidity 
of  succet  sion,  and  very  insignificance  rendering  record  unnecessary,  and 
the  misi  rust  of  the  parties  or  their  ignorance  of  each  other  putting 
any  credit  out  of  the  question,  make  instant  completion  necessary  and 
convenie  at ; and  the  transference  from  hand  to  hand  of  an  actual  ^ 
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value  accomplishes  everything,  while  the  value  of  the  instrument  at  I 

last  bears  but  a small  proportion  to  the  total  value  of  all  the  inter-  I 

changes  that  it  effects. 

In  large  transactions  the  case  is  difierent ; these,  on  the  one  hand, 
are  comparatively  few,  and,  on  the  other,  the  amount  of  coin  they 
would  require  for  actual  payment  is  immense.  The  difficulty  is  easily 
surmounted  by  a process  of  account  keeping,  but  still  not  without 
certain  obligations  to  the  existence,  if  not  the  intervention,  of  coin. 

All  operations  of  interchange  are  facilitated  by  values  being  esti- 
mated and  recorded  in  terms  of  coined  money.  A cargo  of  cotton  or 
a stack  of  wheat  are  estimated  in  pounds,  shillings,  and  pence  ; that  is, 
in  terms  of  the  coined  sovereign  and  its  subdivisions.  The  basis  of  the 
proceeding  is  independent,  indeed,  of  the  fact  of  coinage ; its  efficiency 
depends  on  common  reference  to  systematic  weights  of  metal  of  an 
agreed  standard  of  purity ; the  names  of  the  coins  now  take  the  place 
in  account  keeping  of  the  names  of  the  weights  of  metal  they  contain ; 
but  the  fixing  of  standards  of  weig'ht  and  purity  are  the  primary 
conditions,  and  would  supply  all  the  terms  required,  independently  of 
coinage— an  additional,  but  not  indispensable,  convenience. 

It  lies,  of  course,  between  buyer  and  seller  for  the  value  no 
estimated  to  be  settled  to  mutual  satisfaction ; and  the  matter  is 
susceptible  of  the  last  test  by  offering  or  effecting  an  exchange  against 
gold.  Thus  all  the  transactions,  whatever  their  variety,  being  recorded 
in  terms  of  metallic  coins  of  the  same  value  or  of  agreed  and 
known  proportional  equivalence,  have  a common  denominator,  or  as 
between  foreign  countries  of  different  coinage,  are  easily  reducible  to 
one.  In  these  terms  each  seller  enters  in  his  books  a note  of  his 
customer’s  indebtedness,  and,  as  buyer,  he  likewise  enters  a note  of  his 
own  indebtedness ; and  in  these  terms  are  made,  also,  and  recorded, 
contracts  and  engagements  to  pay  and  receive  extending  over  long 
periods,  and  even  for  all  time. 


II. 

The  importance  of  adopting  a standard  of  value  that  shall  be,  as 
far  as  possible,  exempt  from  fluctuation,  depends  far  more  on  its 
relation  to  the  persisting  contracts  than  to  any  inconvenience  in  trans- 
actions that  are  of  short  or  momentary  date,  howevei-  numerous, 
however  large  in  the  aggregate.  If  the  gold  in  the  world  were  to  be 
suddenly  doubled  in  quantity,  all  other  things  remaining  the  same,  it 
might  be  reduced  in  value  one-half,  and  in  every  transaction  there- 
after, apart  from  fear  of  further  fluctuation,  double  the  quantity  would 
be  demanded.  New  bargains  would  take  care  of  themselves,  but  in 
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sucli  a contingency  tlie  parties  on  the  receiving  side  in  existing  and 
current  contracts, — those  who  stand  as  purchasers  bound  to  render 
value  b j the  standard,  would  fare  but  badly.  T]ie  labourer,  contented 
previously  with  £1,  would  now  require  £2  or  stnrve,  and  more  or  less 
exactly  he  would  get  it,  sooner  or  later,  and  the  cost  price  of  the 
produc( ! of  his  labour  would  then  be  correspondingly  advanced  to  the 
employ  ;r,  but  only  to  be  passed  on  by  him  to  the  ultimate  consumer. 
The  ini  ermediate  consumer  can  constantly  add  the  enhanced  cost  of 
his  ordinary  comforts  and  even  luxuries  to  the  cost  price  of  his 
goods,  and  so  recover  it.  The  ultimate  consumer  is  he  who  has  no 
such  cl  ance, — a fundholder  limited  by  contract  to  so  many  pounds,  an 
annuitEnt,  a mortgagee  whose  income  is  such  a number  of  ounces 
of  gok  ; and  should  the  purchasing  power  of  these  be  reduced 
one-hal’,  he  is  mulcted  without  redress  in  the  half  of  his  effective 
means.  The  landowner  profits  by  the  lightened  burden  of  his  mort- 
gage : the  heir  finds  himself  in  the  enjoymerd  of  a much  larger 
proport  ion  of  his  estate  than  the  father  who  charged  it  with  provisions 
for  wic.ow  and  younger  children  ever  contem])lated ; and  the  tax- 
paying  community  breathes  cheerfully  under  the  alleviated  pressm’e  of 
the  pul  lie  debt.  Should  the  cost  of  production  of  gold  be  inordinately 
advanc'  ;d,  its  price,  relatively  to  what  it  exchanges  for,  would  rise,  and 
under  this  turn  of  its  fluctuations  the  turn  of  advantage  Avould  be,  of 
course,  reversed. 

As  a matter  of  fact,  there  can  be  little  doubt  that  the  enormous 
discove  ries  of  gold  within  these  recent  decades  has  caused  a reduction 
in  its  V due  to  an  extent  that  has  not  been  neutralized  to  the  annuitant 
by  the  i ucreased  productiveness  of  general  labour, — relief,  which,  to  the 
annuity  payer,  comes  as  a second  profit.  This  consummation  was 
long  sf  ice  complacently  adverted  to  as  “looming  in  the  distance,”  to 
the  gre  it  comfort  of  the  possessors  of  charged  property,  and  it  is  seen 
now  urder  a much  more  definite  perspective  angle.  The  sufferers,  it  is 
to  be  £ xpected,  will  be  helpless  enough— the  widows,  the  orphans,  the 
superai  nuated — but  the  case  cannot  be  overlooked  in  a theoretical 
analysis,  and  it  is  a fair  and  incumbent  inquiry  how  far,  and  in  what 
manner,  degeneracy  of  a standard  of  value  in  respect  of  its  leading 
quality  of  fixedness,  can,  at  any  rate  theoretically,  be  countervailed 
and  compensated. 

The  course  open  to  meet  this  difficulty  would  seem  to  be,  in  the  first 
place,  1 3 choose  another  standard  as  soon  as  possible,  that  promises  or 
proves  itself  to  be  less  liable  to. change.  We  are  thrown  for  our 
selectic  n almost  inevitably  on  another  of  the  prt!cious  metals,  as  it  is 
among  these  only  that  exists  an  approximation  to  the  quahties  that 
made  gold,  but  for  accidents  in  supply,  so  peculiarly  available.  Wo 
turn,  t]  lerefore,  to  silver,  and  in  so  doing  should  have  to  inquire  how 
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far  that  also  had  been  really  stable.  Under  the  assumptions  of  the 
case,  silver  will  have  risen  in  price,  as  estimated  in  the  depreciated 
gold ; and  if  it  has  itself  been  stable,  the  difference  of  original  and 
present  price  will  measure  the  depreciation  of  the  gold ; and  our  object 
would  be,  again  theoretically,  obtained  so  far,  by  enacting  that  the  pound 
sterling  of  account  shall  not  be  a given  fixed  weight  of  gold,  but  such 
a weight  as  shall  be,  at  the  market  price  of  the  day,  equivalent  to 
a fixed  weight  of  the  less  variable  silver— a weight  fixed  according  to 
the  relative  prices  of  the  two  metals  before  the  depreciation  set  in. 
This,  of  course,  would  be  equivalent  to  the  substitution  of  a silver 
standard  for  a gold.  It  would  be  but  illusory  in  any  case,  if  the  future 
stability  of  silver  were  as  doubtful  as  that  of  gold,  and  the  assumption 
has  still  to  be  verified  that  the  change  of  relative  value  between  gold 
and  silver  really  expresses  the  depreciation  of  gold.  It  may  express 
only  part  of  it ; the  silver  may  have  been  depreciated  also,  the  cost  of 
producing  it  may  have  declined  through  new  processes  or  richer  sources 
of  supply,  though  not  to  the  same  extent ; their  present  difference  may 
be  the  net  result  of  alternating  changes  ; nay,  their  depreciation — or,  as 
it  might  be,  enhancement — may  have  been  ]^>ari  and  thus  not 

betrayed  by  any  difference ; we  have  then  to  compare  them  with  some 
commodity  of  steadier  value,  if  we  can  find  it,  and  that  we  can  verify 
as  having  such  a quality.  So,  again,  the  limit  of  divergence  of  the  two 
metals  may  be  partly  due  to  the  depreciation  of  the  gold,  but  partly 
also  to  such  an  eidiancement  in  the  cost  of  pi'oduction  of  silver  as  would 
have  introduced  an  alteration  of  relative  value,  though  the  value  of 
gold  had  been  absolutely  a fixture. 

Another  plan  of  at  least  attempting  the  conservation  of  a just 
relation  of  values  in  contracts  would  be  to  make  occasional  inquest  into 
the  changes  up  or  down  in  the  value  of  the  standard,  and  to  readjust 
its  terms  in  case  any  considerable  alteration  should  appear  to  have 
accrued ; thus  a mortgagee  should  receive  £50,  not  reckoned  in  the 
number  of  ounces  of  gold  that  answered  to  that  term  at  the  date  of  the 
mortgage,  but  in  as  many  as  are  equivalent  to  them  at  the  date  of  pay- 
ment: depreciation  or  enhancement  allowed  for  according  to  last  decision. 

This  review  is  worth  following  out,  but  it  does  not  look  promising 
for  guidance  to  practical  legislation.  In  many  important  cases  the 
changes  in  value  of  gold  will  be  foreseen  and  discounted  by  the 
wary  : if  all  were  wary,  and  all  had  an  even  chance,  the  advantage  and 
disadvantage  would  be  diffused  and  compensate  each  other ; a land- 
owner  mortgages  his  land  in  terms  of  a standard  that  will  reduce  his 
actual  liability  enormously,  or  he  sells  his  preference  shares  in  a dock 
or  raihvay  to  buy  original  shares,  by  parity  of  proceeding  substituting 
a share  in  property  that  ought  to  rise  (we  assume  theoretical  con- 
ditions), to  an  interest  in  a given  income  that  gets  worth  less  and  less 
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every  y<  ar.  It  is  unnecessary  to  say  that  many  large  capitalists  have 
for  some  time  acted  systematically  on  the  principle  of  detaching  their 
property  from  obligations  to  abide  by  a return,  hxed  only  nominally, 
unfixed  probably  as  they  think,  to  their  serious  disadvantage.  The 
world  V ill,  therefore,  divide  itself  into  those  who  have  and  those  who 
have  no  i insured  against  the  change ; of  those  that  have  not,  a large 
proporti  )n  may  be  unable  to  do  so  to  any  extent,  and  of  these  the  most 
defence! ‘ss  will  be  the  simple  and  unsuspecting,  on  whom  ruin  will 
come,  if  not  as  a thief  in  the  night,  in  the  still  more  disastrous  form  of 
constant  minute  domestic  pilferings. 

The  3stablishment  of  a double  standard  maybe  conceived  in  various 
ways ; s ach  a standard  is  established  by  attaching-  by  law  permanently 
a common  nominal  title  to  certain  weights  of  tAvm  kinds  of  valuable 
commod  ty — let  us  say  silver  and  gold.  By  our  present  arrangement 
a certai]  i Aveight  of  gold  is  called  a pound  permanently — it  might  be 
enacted  i hat  a certain  other  Aveight  of  silver — most  rationally  that  Aveight 
Avhich  tl  le  gold  pound  would  purchase  at  the  moment  of  enactment — 
should  a so  be  permanently  called  a pound,  and  that  debts  payable  in 
pounds  & hould  be  payable  in  either  metal,  reckoned  at  these  established 
Aveights.  If  such  a system  Avere  carried  out  in  all  its  strictness,  it 
Avould  amount  to  an  attempt  to  impose  a permaneut  price  on  an  article 
liable  to  variations,  and  to  enforce  the  sale  of  it  at  that  price.  But  this 
is  knoAAU  to  be  impracticable ; if  the  Amlue  of  silver  relatively  to  gold 
declined,  any  one  Avho  should  propose  to  buy  Avith  silver  so  many 
pounds  ( f gold  Avould  find  no  gold  in  the  market  to  purchase  unless  he 
gave  mo  ?e  pounds  of  silver  than  the  legally  established  equivalent,  and 
any  inst  tution  that  should  be  bound  by  law  to  tiansact  business  only 
at  the  le  i-al  rate  Avould  be  speedily  drained. 

If  sellers  Avere  permitted  by  laAV  to  demand  payment  in  legal 
pounds  3f  whichever  metal  they  pleased,  either  business  would  be 
checked  and  complicated,  or  purchasers  Avould  demand  specification  of 
the  option,  and  the  bargain  Avould  be  limited  to  pounds  silver  or 
pounds  ^ -old,  and  varied  in  nominal  sum  accordingly.  The  distinction 
might  hi  ve  to  run  through  all  transactions,  and  one  main  advantage 
of  a con  mon  standard  AAmuld  be  vitiated.  On  the  other  hand— and 
this  is  uf  ually  the  case  where  a double  standard  has  been  adopted — the 
purchast  r may  be  alloAved  by  laAV  the  option  of  pac  ing  either  in  gold  or 
silver  as  he  pleases ; both  are  legal  tender  at  the  fixed  relative  rates. 
The  etfe  3t  of  this  is,  of  course,  that  payments  are  made  in  whichever 
metal  mi  y have  declined  in  A'alue  since  the  relative  standard  Avas  fixed ; 
if  gold  h IS  become  cheaper,  payments  Avill  be  mad(!  in  gold  coin,  and  to 
obtain  tl  is  silver  coin  Avill  be  melted  doAvn  and  sold  for  a larger  sum 
as  metal  than  it  Avould  discharge  as  legal  tender  in  the  form  of  coin. 
The  dial  ge  back  to  payments  in  silver  evidently  aa  ill  not  be  made  until 
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it  declines  in  value  at  least  to  its  original  normal  proportion,  or  below 
it.  Thus  the  constant  tendency  of  payments  to  bear  exclusiAmly  on  the 
cheaper  metal  leads  to  a series  of  permanent  reductions  in  the  real 
value  of  the  legal  pound,  relatively  to  general  commodities. 

Of  course,  it  is  quite  possible  that  when  gold  declines  relath'ely  to 
silver  it  may  in  fact  be  permanent  relatively  to  other  articles,  and  thus 
the  excluswe  gold  payments  may  be  in  conserA^ation  of  a true  standard 
of  A’-alue  ; it  is  possible,  also,  that  gold  and  silA’er  might  remain  at  an 
unaltered  relatiA’e  value  and  equiv^alence,  and  yet  the  standard  of 
exchange  be  grossly  vitiated  in  consequence  of  the  v alue  of  both  rising 
and  falling,  proportionately,  no  doubt,  to  each  other,  but  excessively 
in  relation  to  all  other  things. 

The  recognition  of  fluctuation  in  the  value  of  the  standard  is  a 
difficult  problem,  no  doubt,  both  as  respects  direction,  and  still  more  as 
to  extremes  and  variations  intermediate ; it  is  only  Avhen  such  changes 
have  proceeded  for  a considerable  period  that  they  are  likely  to  become 
manifest  even  to  scrutiny,  not  to  say  clearly  indisputable ; ev' en  in  cases 
where  a majority  of  opinions  may  be  posith^ely  agreed, — cases  that 
cannot  but  be  rare,  if  only  from  conflict  of  interest, — cavil  and  question 
will  alvAmys  have  openings  enough  to  ghm  trouble  and  obstruct  action. 

It  AAmuld  seem  that  the  utmost  the  community  can  do  or  have  done 
for  itself,  is  to  take  order  that  AA’hat  evidential  facts  can  be  shoAvn  to 
bear  upon  these  changes  shall  be  collected  and  published ; and  that 
whatever  theory  can  be  established  that  Avill  best  enable  the  drift  of 
such  facts  to  carry  their  due  Avarning,  shall  also  be  popularly,  no  less 
than  scientifically,  ventilated. 

And  if  Ave  reduce  our  hopefulness  as  to  redress  of  resulting 
grievances  to  the  loAvest,  may  it  be  possible,  AA^e  ask,  for  state  in- 
dulgence to  set  right  certain  of  the  Avorser  Avrongs  of  accident,  and 
“ shoAV,”  according  to  the  appeal  of  Lear  in  sight  of  misery  undeserved, 
“ the  heaveus  more  just.”  But  where,  among  the  sheltered  from  the 
storm,  shall  Ave  find  an  ear  open  to  the  appeal  for  superannuations  of 
old  pubhc  servants  to  be  raised  to  the  rate  that  will  be  exacted  by  the 
new,  or  to  forego  the  advantage  of  driving  fundholders  either  to  accept 
repayment  in  depreciated  gold  or  compound  for  loAA^er  interest,  instead 
of  reinstating  their  (must  Ave  not  say)  just  claim. 

It  certainly  is  open  to  remark,  as  a fact  that  by  glaring  incongruity 
announces  itself  as  prerogative,  that  sympathies  which  respond  in  alarm 
at  a barely  possible  depreciation  of  a bank  note  relativ'ely  to  gold,  arc 
utterly  unroused  by  clearest  signals  of  depreciation  attacking  gold,  and 
affecting  both  the  note  and  its  guarantee  conjointly. 

The  gradual  degeneracy  of  the  standard  must  Avork  gross  injustice, 
whether  financiers  see  it  or  no,  or  only  seem  as  though  they  did  not 
see  it.  IIoAVcver,  in  the  meantime  the  world  must  use  the  best 
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standarc.  it  can  get,  as  circumstances  best  permit;  and  the  terms  in 
whicli  CDntracts  cannot  but  be  made,  must  be  those  in  which  they  are 
recordec  and  so  pass  into  accounts  that  will  represent  and  follow  every 
change  ncidental  to  indebtedness. 


III. 

Of  t. lis  enough.  To  return  to  our  point  of  divergence:  it  may  be 
seen  thac  interchanges  of  vast  amount  and  multifariousness  and  endless 
sub-dividon  might  be,  and  in  fact  they  are,  conducted  and  completed 
by  mere  transference  of  indebtedness  without  tlu!  intervention  of  any- 
thing that  can  be  properly  called  money  at  all.  Every  trader  keeps 
account  of  what  he  owes,  and  of  what  is  owing  to  him,  as  well  as  of 
the  vail  e in  possession  that  is  all  his  own ; supposing  all  the  traders 
to  deal  i d intervals  with  all  the  rest,  a balancing  of  books  at  a given 
time  might  show  that  dui’ing  a year  of  activity  the  relations  of  in- 
debtedui  :ss  had  been  balanced,  re-opened,  reversed  over  and  over  again, 
and  tha1  at  last  no  one  remained  indebted  to  another. 

But  the  convenience  derived  from  account  keeping  is  only  half 
available  until  it  is  supplemented  by  arrangements,  not  to  call  them 
contriva  aces,  for  the  interchange  of  recorded  indebtedness,— for  the 
transfer!  mce  from  one  to  another  of  claims  that  are  as  valuable  as  any 
commodities.  To  take  the  simplest  case;  a dealer  has  sold  shoes  to  a 
merchai  t and  has  a claim  upon  him  for  the  amount,  and  buys  hides 
to  the  i.ame  amount,  not  from  the  merchant,  which  would  have  com- 
pleted a a interchange  and  squared  accounts  at  once,  but  from  a tanner. 
The  tan  aer  now  has  a claim  upon  the  dealer  equal  to  the  dealer’s  claim 
on  the  merchant;  it  will  be  therefore  a general  convenience  for  the 
dealer  io  pay  the  tanner  by  surrendering  to  him  his  claim  on  the 
merchai  t,  and  whatever  goods  the  tanner  may  recjuire  of  the  merchant 
he  can  i ow  pay  for  by  simply  cancelling  so  much  or  all  of  his  claim  as 
far  as  it  goes. 

Practically,  this  important  class  of  transactions  is  conducted  by  the 
use  of  V ritten  loose  memoranda,  the  most  obvious  and  original  form  of 
which,  when  executed  wdtli  certain  legally  prescribed  forms  and 
precauti  ons  are  called  Bills,  bills  of  exchange,  &c.  Our  dealer  having- 
sold  his  shoes  to  the  merchant,  avails  himself  of  this  resource  by  drawing 

a bill  uj  on  him  for  the  amount,  and  when  the  merchant  has  accepted 

that  is,  1 as  certified  by  his  signature  upon  it,  an  admission  of  the  debt— 
and  reti  med  it,  the  case  stands  thus  : the  dealer  is  in  possession  of  a 
piece  of  paper  that  bears  the  merchant’s  admission  of  the  amount  of  his 
indebtec  ness  and  his  engagement  to  satisfy  the  claim  at  any  moment, 
or  at  a given  date,  as  may  be  specified,  and  either  to  the  dealer,  as 


|i 


% 

1 


PANICS  AND  THEIR  PANACEAS. 


13 


the  drawer  of  the  bill,  or  to  any  one  to  whom  he  may,  by  his  signature, 
have  transferred  it,  or  who  may  bo  in  possession  of  it  by  a series  of 


such  authenticated  transferences. 


The  applicability  of  such  a transferable  instrument  to  the  facilita- 
tion of  interchange  will  at  once  be  seen  to  be  important  indeed.  If  the 
merchant,  who  is  ultimately  liable  for  the  amount,  is  of  unquestioned 
solvency,  the  paper,  which  conveys  a claim  upon  him,  will  be  as 
readily  taken  in  payment  of  a debt  as  money  of  intrinsic  value ; indeed 
the  very  fact  that  it  is  more  readily  transportable  may  cause  it  to  be 
taken  in  preference ; it  may  thus  pass  from  hand  to  hand,  each  holder 
in  succession  giving  value  in  exchange  for  it  with  confidence  in  its 
security,  as  full  as  if  it  were  actual  bullion  or  coined  money,  of  which, 
therefore,  it  so  far  performs  the  functions  and  takes  the  place. 

The  system  of  account-keeping  can  now  be  extended  beyond  the 
mere  record  of  debts  incurred  and  cancelled  by  interchange  of  mer- 
chandize between  the  parties  to  the  account,  and  is  extended  to  record 
also  the  more  rapid  adjustment  of  accounts  that  can  be  effected  by 
these  transferences  of  claims  and  of  indebtedness  ; and  the  facility  of 
closing  or  getting  closed  one  series  of  transactions  sets  free  a power  of 
forthwith  entering  upon  new. 

Bills — bills  of  exchange — are  believed  to  have  been  the  first  forms  of 
paper  money  that  came  into  operation  ; and  their  origin  is  usually 
ascribed  to  the  exigencies  of  commerce  among  the  disturbed  commu- 
nities of  the  middle  ages.  But  for  all  effective  purposes,  it  is  hard  to 
believe  that  some  more  or  less  rude  equivalents  for  them  must  not 
have  been  coeval  with  commerce,  and  regulated  perhaps  in  form  by 
custom,  if  not  by  law.  If  we  suppose  Herodotus  leawng  Tyre  for 
fo  have  asked  advice  of  a Phoenician  friend  as  to  how  he  could 
most  safely  carry  the  considerable  amount  of  money  required  for  liis 
tour,  the  friend  may  have  fairly  offered  to  give  him  a letter  to  his 
factor  at  the  Delta  for  any  sum  it  suited  him  to  leave  at  Tyre.  The 
saving  of  time  and  double  remittance,  risky  enough  from  mere  peril  of 
seas,  would  accommodate  both  traveller  and  trader. 

Here,  as  in  our  previous  illustration.  Credit, — confidence  in  honesty 
and  solvency,  is  the  basis  of  the  main  usefulness  of  bills,  especially  of 
those  which,  from  distance  or  for  convenience,  are  not  presentable 
instantly ; and  as  this  basis  may  not  be  always  reliable,  and  numerous 
parties  may  be  concerned,  it  has  become  necessary  to  lay  down  strict 
legally  sanctioned  rules  for  every  possible  incident  that  can  accrue  to  a 

bill. 


The  limitations  of  the  convenience  to  interchange,  derivable  from 
bills,  are  palpable  enough. 

They  are  usually  for  definite  amounts  that  correspond  with  the 
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interchaiges  they  represent,  or  at  least  the  gross  advances,  and  tliere- 
fore  req  lire  other  aid  for  fractional  adjustments. 

The^  are  only  payable  after  an  interval,  and  thus  have  the  value  of 
their  a nonnt — less  the  interest  for  the  time  they  are  unpaid — a 
dedncticn  which  involves  a calculation  at  every  transference;  the 
solvency  of  the  drawer  and  of  the  acceptor,  both  of  whom  are  liable  to 
intermediate  holders,  cannot  be  universally  known;  and  the  instru- 
ment is  for  the  moment,  good  only  to  the  extent  of  its  assured 
security  There  are  some  formalities  established  for  the  protection  of 
intermediate  parties,  as  presentation  promptly  when  due,  which,  if 
neglecte.l  by  the  last  holder,  may  vitiate  his  claim  upon  any  one  but 
the  acce  Dtor ; and  the  best  security  may  have  beiai  some  intermediate 
name  oi  which  the  guarantee  thus  becomes  forfeited.  Neither  the 
drawer  nor  any  intermediate  holder — endorser,  so  called  from  the  rule 
of  signii  g at  the  back  of  the  bill — is  finally  discharged  from  liability, 
such  in  egularity  apart,  until  the  acceptor  has  paid  the  bill.  In 
abundan  t cases,  therefore,  it  will  not  be  prudent  for  an  endorser  who 
has  passed  on  the  bill  to  act  precisely  as  he  would  if  his  indebtedness 
were  abj  olutely  cancelled. 

Still  traders  are,  as  a rule,  solvent,  and  a large  number  of  known 
endorser  3 may  secure  as  much  confidence  in  a bill  as  the  single  name 
of  highest  responsibility  that  will  cause  it  to  be  taken  and  used  as 
money  a aywhere,  whatever  its  amount. 

As  n atter  of  practice,  and  in  still  further  extension  of  convenience, 
it  has  become  a trade  to  deal  in  bills;  the  dealers  make  it  their 
business  to  know  as  accurately  as  possible  the  t]*ustworthiness  of  the 
individu  als  and  firms  whose  signatures  appear  on  bills,  and  to  discount 
these  bhls,  as  it  is  called;  that  is,  give  present  value  in  exchange  for 
them,  w th  a deduction  according  to  current  val  ae  of  money  for  the 
length  0 f time  they  have  to  run,  and  also  their  est  imate  of  the  certainty 
that  the  r will  be  paid,  founded  on  an  opinion  of  the  party  presenting 
them  fo]  discount,  or  of  one  or  more  of  the  names  that  are  involved  by 
endorse]  aent  in  the  liability — considerations  compounded  with  a better 
or  worst  prospect  of  getting  a premium  on  the  bill  as  a convenience 
to  other  parties. 

By  c ustom,  a bill  that  is  called  payable  at  sight  is  only  payable  at 
three  days  after  it  has  been  presented;  but  when  these  have  elapsed  it 
is  a clai]  a upon  the  acceptor  at  any  moment,  and  in  this  form  has,  of 
course,  1 he  value  in  interchange  that  its  security  may  be  tested  forth- 
with by  realization.  A promise  to  pay  a given  sum  on  presentation 
has  the  same  qualities ; in  both  cases  the  instrument  may  be  made 
special!}  payable ; that  is,  payable  to  a particular  individual  only,  and 
then  his  signature  is  required  before  it  will  be  paid. 
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There  is  an  advantage  here,  on  the  one  hand,  in  this  signature 
serving  as  a receipt  to  the  payer,  and,  on  the  other,  in  allowing  the 
transmission  and  retention  of  the  note  for  any  time  in  a form  quite 
unavailable  for  any  one  till  it  suits  the  receiver  to  sign  it. 

Such  a note  made  payable  to  an  individual,  or  his  order,  enables  him 
again,  if  it  suits  him,  to  make  it  specially  priyable  to  another  person, 
and  again  either  exclusively  or  to  order. 

When  all  the  signatures  required  are  on  such  a note,  it  becomes  in 
fact  payable  to  the  holder — the  bearer — however  many  hands  it  may 
have  passed  through  since  the  last  was  affixed.  These  special  endorse- 
ments have  seldom  any  other  object  than  security  in  store  or  trans- 
mission. Should  this  note  on  presentation  prove  worthless,  no  one  of 
the  endorsers  is  liable  out  of  whose  hands  it  has  been  for  a longer  time 
than  was  fairly  requisite  to  present  it  for  payment. 

Except,  then,  for  secondary  conveniences  and  occasional  security, 
the  most  available  of  all  such  transferrable  certificates  of  claim,  which 
are  also  acknowledgments  of  indebtedness,  will  be  those  which  can  be 
realized  by  any  one  at  any  moment ; that  is,  which  are  payable  at  sight 
and  to  bearer.  To  complete  the  advantage,  however,  it  is  requisite 
that  the  place  of  presentation  should  be  so  near  as  to  be  available  at 
once,  if  desired,  otherwise  the  mere  time  of  transmission  mav  b(' 
equivalent  to  the  loss  and  suspense  of  several  days. 

A bill  or  note  of  the  kind  described,  may  bo  presented  for  pay- 
ment in  order  to  obtain  its  equivalent  in  coin,  in  intrinsic  value, 
for  a purpose,  as  small  change,  &c.,  quite  independent  of  mistrust ; 
or,  of  course,  for  the  sake  of  security.  Otherwise,  if  the  security  is 
unquestionable,  or  at  least  universally  unquestioned,  this  portable  and 
transferrable  claim  may  be  the  most  convenient  form  in  which,  for  the 
moment,  the  holder  cares  to  possess  his  value  ; and,  if  it  is  of  not  too 
large  an  amount,  he  may  pay  a claim  upon  him  with  it  to  another  who 
will  have  the  same  reason  for  holding  it ; and  so  it  might  go  from  hand 
to  hand,  and  constitute  for  years  a part  of  the  permanent  circulation, 
doing  all  as  an  instrument  of  interchange  that  its  equivalent  in  coin 
could  have  done,  and  in  some  respects  more. 

The  Bank  notes,  or  promises  to  pay  on  demand,  put  into  circulation 
by  bankers,  are  just  such  instruments.  The  bankers  are  men  who,  if  they 
supply  such  an  issue,  do  so  in  furtherance  of  the  function  of  which 
they  make  a business,  of  facilitating  interchanges,  Avhether  of  money  or 
credit.  Such  a business  can  naturally  only  be  exercised  by  men  of 
whose  solvency,  prudence,  and  probity — as  commercially  understood  at 
least,  and  within  their  district — there  is  the  fullest  belief ; in  the  other 
case,  as  a very  first  result,  the  notes  they  should  issue  would  be 
brought  back  and  presented  for  jiayment  in  gold,  and  they  would 
cease  to  be  issuing  bankers  at  once.  This  confidence,  it  is  true, 
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occasioiici  lly  proves  to  liave  been  lamentably  ill  founded,  and  it  vonld 
be  interesting,  if  it  were  not  otherwise  important,  to  collect  and 
demonsti  ate  the  pathology  of  such  cases  of  misphtced  reliance.  How, 
in  each  cise  we  should  ask,  did  such  confidence  arise  ? in  what  cases 
by  false  pretensions  to  wealthiness  by  men  of  enterprise  who  have 
vindicate  d even  temerity  not  merely  by  success  but  by  integrity  and 
prudence  ? in  what  cases  by  false  pretensions,  of  which  the  spirit 
betrayed  itself  afterwards  by  imprudence  and  by  fraud?  When 
grounds  )f  confidence,  originally  justified,  have  decayed  through  misfor- 
tune or  imprudence,  how  has  it  occurred  that  the  decay  could  be 
masked,  and  the  confidence  not  only  kept  alive,  but  perhaps  not  mate- 
rially in  paired  and  be  too  long  sustained  only  to  enhance  ultimate 
disaster ! The  answers  are  abundant : by  bounce,  by  fraud,  by  plausi- 
bility, b r unaltered  style  of  living,  by  unfair  preferences  or  unprin- 
cipled ccntraction  of  obligations  to  new  creditors,  by  sanctimoniousness, 
and,  be  it  added  in  justice,  sometimes  in  fair  hope  of  successful 
reinstatement.  Above  all,  we  might  ask  with  advantage,  in  conclusion, 
how  far  aiay  it  be  possible  to  impose  such  regulative  conditions  by  law 
on  the  n .omentous  privilege  of  banking,  as  to  secure  the  notoriety  at 
the  earliest  period  of  incipient  decay  in  the  foundations  of  confidence; 
or,  still  better,  to  establish  an  impossibility  that  these  foundations,  so 
far  as  they  can  afiect  holders  of  a merely  circulating  guarantee,  should 

not  be  tampered  with  under  any  circumstances. 

We  take,  however,  the  system  as  it  springs  spontaneously  in  the 
first  insi  ance  from  the  requirements  and  conveniences  of  interchange 
anterior  to  legislative  restrictions,  and  we  will  assume  that  the  bases  of 
C'jnfider  ce  are  sound,  and  all  is  at  its  best. 


IV. 

The  Banker,  established  in  just  confidence  reposed  both  on  his  abun- 
dant so  vency,— surplus  of  wealth  beyond  engagements,  and  on  his 
commer  3ial  probity,  undertakes  and  is  entrusted  wnth. 


1.  Safe  custody  of  valuables  generally,  as  plate,  deeds,  certificates 

( f shares,  &c.,  which  he  merely  locks  up. 

2.  ATitli  warrants  of  attorney,  exchequer  bills,  and  other  securities, 

1 .pon  which  he  receives  the  dividends  for  the  owners. 

3.  Afith  monies  on  deposit  at  interest;  which  constitute  loans  to 

] dm  from  the  depositors. 

4.  ’N^'ith  monies  advanced  to  him  on  loan  for  terms  of  years,  &c., 
{ , more  extended  form  of  the  preceding  case. 

5.  'V  ^ith  balances  of  money,  whether  received  by  him  or  paid  in  to 
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him  from  customers  who  have  drawing  accounts — who  leave  their 
money  in  his  hands  to  be  drawn  upon  as  wanted. 

With  such  of  these  resources,  then,  as  are  fairly  and  prudently 
available,  with  his  own  independent  capital,  and  any  profits  he  may 
from  time  to  time  accumulate,  the  banker,  still  under  prudent  restric- 
tions— imposed  or  self-imposed,  and  to  be  considered  presently — con- 
ducts operations,  of  which  the  advantages  to  industry  comprise  : 

1.  Economy  of  metallic  circulation,  and  simplification  and  facili- 
tation of  interchange  concurrently,  beyond  the  power  of  metallic 
currency  of  any  amount  to  effect. 

2.  Economy  of  capital ; by  lending  his  deposits  at  interest,  and  so 
acting  intermediately  between  lenders  and  borrowers. 

3.  Economy  of  capital;  by  utilizing  a portion  of  the  balance  in  his 
hands  that  otherwise  would  bo  lying  dead  to  no  purpose;  that 
is,  by  lending  at  interest  so  much  of  it  as,  though  being  con- 
stantly withdrawn,  is  as  constantly  replaced. 

The  banker  economizes  coin,  and  at  the  same  time  facilitates 
smaller  interchanges,  by  keeping  a constant  supply  of  gold  and  silver 
coin — of  cash.  Ev^ery  one  requires  a certain  supply  at  hand,  no  one 
would  have  too  much  ; the  bank  is  a reseiwoir  into  which  any  surplus 
is  paid  at  once,  and  from  which  any  depositor  at  once  supplies  his 
deficiency.  The  vvdiole  sum  of  coin  in  the  hands  of  the  banker  and  his 
district,  never  falls  below  nor  rises — disturbances  apart — immoderately 
above  the  largest  sum  ever  required.  The  banker  even  knows  and  pro- 
vides for  the  fluctuations  usual  at  harvest  and  other  times,  and  can 
forecast  many  unusual  disarrangements ; whereas,  apart  from  his 
opportunities  both  of  control  and  supervision,  it  could  not  be  but 
that  a much  larger  total  of  coin  would  be  constantly  in  the  tills  and 
safes  and  pockets  of  the  interchangers  than  with  banking  appliances 
is  ever  necessary. 

He  then  further  facilitates  more  important  interchanges  by  acting 
as  bookkeeper  to  register  account  of  transfers  of  indebtedness.  In  full 
confidence  of  security,  interchangers  place  in  his  keeping  their  cash 
balances  ; that  is,  so  much  of  the  value  in  their  possession  as,  not  being 
in  merchandize,  is  realized,  or  realizable  as  money  of  intrinsic  value. 
They  may  pay  in  not-due  securities  for  safe  custody  and  collection, 
but  their  drawing  account — a credit  account  or  open  credit  account  is 
another  thing — answers  to  the  metallic  cash  they  pay  in,  and  the  notes, 
cheques,  &c.,  that  can  be,  if  necessary,  cashed  forthwith. 

The  banker  becomes  debtor  for  the  gross  amount  of  all  these 
deposits,  and  might  be  called  upon  to  pay  up  all  at  once;  but  in  the 
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usual  course  -vvliat  is  paid  in,  in  cash,  by  one  creditor  nearly  balances 
wbat  is  Irawn  out  by  another,  or  perhaps  by  the  same;  so  that  he 
remains  oonstantly  a debtor  for — that  is,  holds  in  his  possession — an 
amount  of  value  that  fluctuates -vvithin  range,  usually, — of  which  larger 
tluctuafic  ns  are  more  or  less  readily  foreseen  and  provided  for  ; while 
for  the  lest  he  can  hold  himself  prepared  in  other  ways  to  meet  a 
demand  lhat  should  exceed  his  utmost  experience. 

To  ea:;li  customer  is  given  a book  of  blank  forms — of  Cheques — any 
one  of  wliich,  filled  up  for  any  amount  within  his  balance  and  signed, 
is  a trail!  ferrable  certificate  of  claim  on  the  banker.  Sucb  a cheque  is 
readily  t;  ikeii  in  payment,  as  from  the  frequency  of  such  tmnsactions 
the  doiib  e confidence  becomes  established,  not  only  in  the  solvency  of 
the  banker,  but  as  implicitly  in  the  regularity  of  the  trader  in  not 
writing  *ertificates  beyond  his  claim  on  the  banker  or  the  banker’s 
willingiK  ss  to  trust  him ; irregularity  would  be  detected  instantly, 
with  seri  )us  damage  to  credit,  and  the  debt  would  remain  as  before  with 
a docunnntary  admission  of  it  in  the  hands  of  an  (-xasperated  creditor. 

The  iheque  may  be  presented  and  cashed,  and  then  the  banker  is 
so  mud  less  a debtor  and  has  so  much  less  available  capital.  In 
certain  c ises,  the  receiver  of  a cheque  upon  a bank  may  pay  it  in  to 
his  acco  int  in  the  same ; that  the  banker  receives  it,  verities  it  as 
good  ; a id  he  is  so  far  satisfied,  and  becomes  the  banker’s  creditor  for 
the  amount.  Thus  by  a few  strokes  of  the  pen  a debt  is  paid,  what- 
ever the  amount  and  the  fractional  parts ; no  ensh  has  passed,  and 
the  haul  er  has  all  through  owed  neither  less  nor  more,  but  has  simply 
noted  in  his  books  that  his  indebtedness  to  the  amount  of  the  cheque 
has  been  transferred  from  one  customer  to  the  other.  In  other  cases 
the  cashing  of  one  set  of  cheques  is  balanced  by  receipts  upon  others 
paid  in.  or  comparison  of  accounts  between  bank  and  bank  spares 
cashing  almost  entirely. 

The  economy  thus  effected  is,  of  course,  very  great;  and  it  is 
from  tin  balance  of  money  deposited  with  him,  above  that  which  he 
requires  to  meet  drawings  and  interchanges,  tlnit  the  banker  profits. 
He  may  i-etain  in  hand  a supply  of  cash,  with  full  margin  for  contingent 
demandii,  and  still  have  a large  balance  over,  which  is  so  much  that  he 
can  lenc  at  interest,  or  with  which  he  can  purchase  securities  that  w'ill 
yield  in1  erest. 

Till!  more  liberal  the  depositors  are  in  tlieii’  balances,  the  more 
wdll  tin  banker  have  at  his  command.  The  private  West  End 
bankers  are  said  to  have  constantly  enormous  balances  left  with  them 
by  nobli  men  or  others,  sometimes  probably  out  of  limited  ostentation ; 
but  ecoi  omical  traders  will  often  make  their  monthly,  if  not  weekly, 
paymen  s so  nearly  cover  their  receipts,  while  the  cheques  that  they 
pass  art  troublesomely  multitudinous,  that  a banker  having  an  eye  to 
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tlieir  average  balance,  and  perhaps  to  other  indications,  will  warn 
them  that  their  accounts  are  not  woi-th  having,  and  must  be  either 
improved  or  closed. 

It  will  be  perceived  tliat  a prudent  and  sagacious  banker  has 
excellent  oppoi-tunities,  even  from  observation  of  the  drawing  accounts, 
of  forming  a correct  opinion  of  the  wealth  and  the  profitableness  and 
prudence  of  the  business  carried  on  by  his  several  customers.  On  the 
other  hand,  the  customers  have  an  interest  so  to  keep  and  attend  to 
their  accounts  as  to  acquire  good  credit  in  the  opinion  of  the  banker. 
It  is  from  amongst  his  customers  that  come  the  most  legitimate 
applicants  to  him  for  Loans.  What  resources  has  he  legitimately 
loanable  ? 

The  most  legitimate  of  all,  perhaps,  is  that  which  has  been  de- 
posited with  him  for  given  time  and  terms  at  interest,  and  therefore 
with  the  implied  agreement  that  he  is  so  to  apply  it.  He  can  tell 
exactly  when  every  penny  of  this  tails  due,  and  if  he  does  not  choose 
to  speculate  on  even  a fair  probability  that  other  new  or  renewed 
loans  will  replace  them  as  they  fall  due,  he  can  always  adjust  the  time 
of  the  loans  he  grants,  with  a margin  for  possibilities,  so  as  to  have  to 
pay  at  a given  date  no  more  than  he  receives.  Of  the  temptation  to 
make  rash  use  of  this  class  of  resources  we  shall  see  more — but  that  is 
another  part  of  the  subject. 

There  is  then  his  owu  capital, — so  much  of  his  fortune  as  he  has  in 
loanable,  that  is,  in  transferrable  form.  This  is  quite  distinct  from  his 
fixed  property,  as  fiirms  or  house  and  park  ; if  he  borrows  money  on 
the  seem-ity  of  these,  the  loan  is  like  a deposit  accepted  at  interest, 
which  will  pay  if  he  can  get  a better  interest,  but,  on  the  other  hand,  it 
is  so  much  more  of  his  resources  thrown  into  trade;  and  should  he 
lose  it  by  speculation,  there  is  fiiir  ground  of  complaint  from  his 
banking  creditors,  that  he  jeopardised  the  fund  on  the  seeming  solid 
permanence  of  which  it  was  that  they  credited  him  with  possessing  a 
surplus. 

Whether  he  borrows  on  the  security  of  his  property,  or  whether, 
without  giving  security,  he  trades  excessively  on  the  credit  that  is 
given  him  on  the  strength  of  such  possessions,  does  not  make  much 
difference.  One  form  in  which  this  has  been  very  apt  to  be  done  has 
been  in  the  issue  of  Hotes,  After  a banker  has  lent  all  the  actual 
property  in  a transferrable  form  that  he  possesses  or  that  has  been 
placed  in  his  hands,  nay,  if  his  credit  is  unblown  upon,  after  all  he 
possesses  has  been  settled,  or  mortgaged,  or  lost  beyond  all  recoverv, 
he  may  still  lend  notes  of  his  promise  to  pay  at  sight  small  convenient 
sums,  as  of  £5.  His  credit  being  excellent,  and  to  this  it  may  be 
added  his  power  and  influence  perhaps  formidable,  these  notes  are 
taken  as  readily  in  his  district  as  Bank  of  England  notes,  and  from 
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their  convenience  even  still  more  readily  than  gold;  and  thus  they 
merely  sr  pplant  more  secure  accommodation  and  occupy  ground  that  is 
none  the  better  served  for  their  speciality  as  private  notes.  The  induce- 
ment is  1 ot  slight,  to  say  nothing  of  need  seconding  temptation ; over 
speculation  may  have  tended  to  carry  off  metallic  currency  from  the 
district  o ’ the  country,  and  the  requirements  of  ordinary  interchange 
■will  be  ] ressing,  greedy;  every  £ of  loanable  capital  may  also  be 
already  ( ngaged,  and  even  if  all  this  is  not  absorbed,  a banker  may 
prefer  to  lend  his  promise  to  pay,  rather  than  the  capital  for  which  he 
himself  1 as  to  pay  interest,  and  that  will  thus  be  liable  to  be  lymg 
idle  for  1:  x*k  of  the  brokering  assistance  to  help  to  a borrower. 

In  su:h  a case,  it  is  not  the  over  issue  of  notes  that  originates 
speculati(  ni — the  banker’s  notes  not  so  much  setting  free  gold  as  taking 
the  place  of  Bank  of  England  notes ; it  is  rather  the  speculation  that 
brings  or  t the  notes.  The  currency  of  the  district  is  not  inflated,  it  is 
simply  tnnsmuted, — but  from  notes  that  in  the  case  of  a panic  would 
be  as  got  d as  gold,  to  others  that  on  such  a crisis  would  rush  back  to 
demand  i he  gold  that  would  be  just  then,  of  all  times,  most  difi&cult  to 
obtain,  { nd  leave  a void  that  notes  of  better  credit,  never  more 
urgently  in  request  elsewhere,  would  be  required  to  All. 

At  sufli  a crisis,  and  in  this  form,  the  rasher  speculators  would  of 
com'se  bt  in  comnilsions ; but  the  withdrawal  of  the  usual  conveniences 
of  instru  nents  of  exchange  would  in  any  case  bring  stagnation  and 
trouble  i ato  even  all  the  most  ordinary  and  regular  transactions,  and 
still  woi  se  ruin,  should  either  the  banker  prove  insolvent,  or,  being 
even  moi  e than  solvent,  should  still  be  unable  to  raise  at  the  moment 
the  requ  ired  supply  of  Bank  of  England  notes  and  gold,  to  meet  his 
promises — his  own  notes — coming  out  of  circulation  from  mistrust. 
Should  ne  be  able  to  do  so,  of  course,  part  of  the  difficulty  would 
be  escaped;  but  the  part  that  would  be  inevitable  would  be  quite 
serious  e lougli. 

So  lo  ig  as  the  Country,  the  District  banker,  is  bound  to  pay  his 
notes  in  \ fold  on  demand,  he  will  not  be  able  to  force  them  into  continued 
chculati(  n to  an  extent  that  will  cause  a depreciation  of  the  currency. 
So  soon  as  they  begin  to  be  in  excess  of  what  are  required  to  effect 
the  cm-rent  interchanges  they  will  be  realized,  A\dll  be  presented  for 
payment  in  a form  of  value  that  will  be  available  for  trade  out  of  the 
district.  The  process  is  most  simple : the  shopkeeper  in  the  town, 
Avho  might  not  care  to  cash  them  personally  at  the  counter,  remits 
the  note  5 to  London  to  pay  his  warehouseman,  for  whom,  through 
whatevei  intermediate  banking  stages,  they  are  cashed.  The  circulation 
so  far  ad  usts  itself  before  depreciation  supervenes  ; at  the  first  sign  of 
this,  of  c 3urse,  the  depreciated  note  Avould  be  presented  to  be  changed 
for  its  unreduced  value  in  gold.  Private  notes  may  no  doubt  be 
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forced  into  sustained  circulation  by  a process  of  extrusion ; by  taking 
the  place  of  notes  of  competitors  or  the  Bank  of  England,  or  of 
sovereigns ; but  any  mischief  that  accrues  will  not  be  due  to  depre- 
ciation proper. 

For  paper  circulation  to  be  sound,  it  must  not  only  be  secure 
against  depreciation  in  ordinary  times,  but  it  shoiild  be  above  all 
uncertainty  as  to  ultimate  solvency.  The  notes  of  a private  banker 
can  never  be  said  to  fulfil  the  last  condition  ; by  imprudence  or  by 
misfortune  he  may  ultimately  become  insolvent ; he  may  be  hopelessly 
insolvent  for  years,  while  his  notes  continue  in  undepreciated  cii’cula- 
tion.  Every  holder  of  his  notes  is  his  creditor  for  the  time — is  giving 
him  credit  and  running  a risk ; and  in  exchange  for  Avhat  ? for  the 
convenience  of  having  paper  to  keep  and  carry  about  rather  than 
sovereigns,  and  that  is  all ; and  that  is  a convenience  that  the  State  can 
and  ought  to  supply  him  Avith,  independently  of  any  risk  AAliatever. 
The  catastrophe,  AA'hen  it  comes,  falls  on  hundreds  to  Avhom  such 
a couA^enience  has  in  reality  been  Avorth  nothing,  either  in  one  form  or 
the  other,  and  who  from  their  position,  relatiAX'ly  to  the  issuer,  could 
have  no  possible  chance  of  estimating  the  fluctuation  of  his  means,  or 
of  exercising  upon  him  that  check  Avhich  is  effected  by  a single  large 
and  Avatchful  creditor. 

A man  of  large  property,  in  the  supposed  position  of  the  banker, 
has  of  course  the  fullest  opportunity  for  making  use  of  his  credit  by 
borrowing  on  his  personal  or  real  security,  and  employing  the  loan 
either  in  actual  production  and  trade  or  in  loans  to  others  again.  The 
value  of  his  credit  to  industry  is  thus  in  no  danger  of  being  lost.  It  is 
not  at  all  necessary,  for  the  interests  of  industry,  that  ho  should  ha\"0 
the  further  power  of  raising  another  enormous  sum  on  his  personal 
security,  under  circumstances  fraught  Avith  such  peril  to  those  Avho 
casually  become  his  creditors.  They  are  led  to  become  so  by  the 
convenience  of  the  circulating  medium,  but  they  may  Avell  demand  of 
the  State  to  provide  them  AAuth  an  equivalent  conA^enience,  and  not 
leave  them  exposed  to  such  perils. 

The  holders  of  notes  haA^e  the  best  claim  to  security  of  all  ci'editors  ; 
not  one  should  be  alloAA^ed  to  get  into  permanent  circulation  except 
against  the  definite  hypothecation  of  property  more  than  equivalent. 

From  the  uncertainties  here  involved,  as  Avell  as  from  other  con- 
siderations that  Ave  shall  come  to,  it  seems  to  come  out  as  a result, 
that  the  poAver  of  issuing  notes — promises  to  pay  to  bearer  at  sight — 
might,  with  advantage,  be  taken  aAvay  from  the  district  or  country 
bankers,  under  what  circumstances  of  compensation  is  to  be  con- 
sidered. At  present  the  country  Avaits  for  a failure,  and  then  resumes 
the  privilege — an  expensive  process. 
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V. 

Anoilier  most  important  fund  tlien,  at  command  as  loanable,  is  tlio 
balance  of  the  cvirrent  accounts.  How  much  of  this  can  be  safely 
made  us  e of  by  the  banker  ? 

It  is  all  accepted  on  the  terms  of  being  payable  on  demand,  but  by 
the  opei  atioii  we  have  already  traced,  and  \vhich  gains  immensely  in 
scope  b’  ■ the  interchange  of  notes  of  indebtedness  and  claim  between 
bank  ar  d bank,  a certain  proportion  suffices  for  the  working  of  the 
till ; tin  n it  is  desirable,  requisite,  that  a certain  proportion  should  be 
investee  in  those  Government  securities  that,  whether  liable  to  fluctuate 
or  not,  i .re  in  all  cases  saleable  at  some  price ; next  come  the  securities 
that  are  held  to  be  of  first  class  at  the  Bank  of  England,  and  will  be 
taken  t lere,  above  all  others,  as  securities.  Strictly  speaking,  it 

scarcely  appears  justifiable  that  this  fund  should  be  applied  to  any  less 
assured  investments  or  loans ; the  best  bills  and  at  short  dates  being, 
at  most,  admissible. 

In  point  of  fact,  an  advantage  is  here  surrendered,  as  we  have  said, 
to  the  ]>rivate  banker,  in  the  usufruct  of  surjdus  balance,  out  of  all 
proportion  to  the  services  he  renders  to  those  who  provide  him  wdth 
the  opp  )rtunity,  especially  as  it  must  be  considered  that  in  return  for 
absolute  trust  he  cannot  be  said,  even  in  the  most  favourable  cases,  to 
give  aboolute  security. 

Finis  and  individuals  that  keep  the  largest  balances  constantly 
give  tin ! bankers  the  least  trouble,  write  fewest  cheques,  send  in  the 
least  tr  )ublesomc  bills  for  collection,  and  are  neix'r  even  in  the  way  of 
putting  themselves  under  an  obligation  for  loans  or  discounts. 

The  profit  enjoyed  by  the  banker  upon  the  average  balance  of  even 
twenty  such  accounts  is  very  considerable,  and  for  this  he  gives  no 
more  than  presumable  safe  custody  and  the  clerical  labour  of  writing 
up  the  accounts  and  some  small  inexpensive,  though  doubtless  very 
valuabl  ?,  service  of  messengers  and  collectors.  This,  also,  is  the 
extent  ( if  the  service  rendered  to  the  keepers  of  the  multitude  of  small 
accouni  s by  which  the  application  of  banking  has  of  late  years  taken 
such  la:  -ge  extension.  But  the  average  balance  upon  the  total  of  these 
must  b)  something  enormous,  and  it  has  probably  the  value  of  being 
subject  to  the  minimum  of  variation ; it  therefore  supplies  a fund  most 
availab  e for  discounts. 

Competition  for  the  custom  that  provides  this  fund  has  led  to  the 
system  of  granting  a low  interest,  fluctuating  with  the  current  rate  of 
discoui  t,  upon  minimum  balances  above  a certain  amount ; this  arrange- 
ment g oes  some  way  to  acknowledge  the  true  relative  position  of  the 
keeper  of  an  ordinary  banking  account  and  the  banker,  and  smooths 
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down  au  anomaly  in  some  degree  ; it  probably  reacts,  from  the  banker’s 
point  of  view  favourably,  by  not  only  encouraging  the  opening  of 
accounts  but  by  i*endering  customers  less  attentive  to  the  reduction  of 
their  unemployed  balances. 

The  customer  becomes  so  far  a partner,  at  least  sharer,  in  the  profits 
of  this  department  of  the  bank;  but  he  gets  no  improvement  in  the 
direction  where  it  is  all  important  — security,  while  he  is  contributing 
to  the  banker’s  temptation  to  be  impiaident.  The  convenience  of  an 
account  and  the  small  interest  are  his  compensation  for  exposing  his 
property  to  a risk  which  is  no  necessary  element  whatever  of  the 
transaction,  so  far  as  he  has  any  interest  in  being  a party  to  it.  It 
would  seem  that  individuals  and  firms,  situated  as  described,  should 
unite  in  a bank  with  mutual  profits,  pay  the  expenses  of  their  own 
clerks,  &c.,  invest  them  own  balance  in  first-class  securities,  and 
divide  profits.  But  the  remuneration  Avould  not  promise  enough  to 
tempt  firms  otherwise  engaged  into  the  undertaking;  considerable 
numbers  would  be  required,  and,  after  all,  objections  would  be  felt  to 
mutual  reA^elation  of  accounts  by  firms  similarly  circumstanced. 

As  matters  stand,  the  profit,  or  the  balance  of  jn-ofit,  on  the  draAving 
balances  is  held  to  be  a chief  guarantee  for  the  prosperity  of  the 

banker.  So  far  Avell  on  that  side,  but  on  the  other,  the  healtliA'  steei' 

''  ' €/ 

may  be  excused  for  discontent  at  having  to  drag  not  only  the  plough 
but  the  Aveakh^  brother  also. 

There  certainly  seems  to  be  the  germ  in  this  principle  of  an  im- 
portant bank,  or  a department  of  a national  bank,  that  might  be 
administered  as  mechanically  as  the  Issue  Department  of  the  Bank  of 
England.  Such  an  arrangement  Avonld  make  CAxry  depositor  equi- 
valent to  a shareholder,  and  gi\"e  him  the  best  aid  in  safe  custody  and 
account  keeping,  and  then  full  security  from  the  restricted  and  super- 
vised character  of  the  investments,  and  a share  of  the  profits  that 
AA’ould  certainly  not  rival,  but  at  least  might  reduce  to  healthier  com- 
mercial rates,  the  profits  of  the  enormous  joint  stock  banks.  The 
Government  SaAungs  Banks  operate  to  this  effect  for  smaller  depositors 
on  terms  of  purposed  liberality,  which  Avould  be  neither  appriApriate 
nor  requisite  in  the  case  proposed.  But  Avhen  the  seeds  of  Failure  and 
Panic  are  in  question,  we  must  look  further. 

The  Axry  enormousness  of  the  profits  of  the  joint  stock  establish- 
ments for  finance  and  banking,  points  to  some  element  of  unhealthi- 
ness in  the  extent  of  risks  incurred  in  the  inAXstments  that  can  A'ield 

%/ 

such  return.  Ho  doubt  great  risks  are  constantly,  are  habitually,  run 
in  commercial  pursuits,  and  yet  either  calculated  or  guarded  Avith  such 
fine  sagacity  that  large  fortunes  are  realized,  and  at  last  safely  Avith- 
draAvn  out  of  the  reach  of  the  casualties  they  have  been  gained  by 
braving. 
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But  ! uch  audacities  are  rare  in  success,  and,  least  of  all,  are  they  to 
be  encoi  raged,  where  failure  would  spread  far  beyond  participants  in 
the  prof  t of  success ; scarcely  should  they  be  tolerated  even  where 
better  ar  I’angements  are  available. 

Whe  1 very  enormous  deposit  accounts  afford  an  enormous  available 
balance,  vhether  the  deposits  are  at  interest  or  not,  there  will  constantly 
be  consi(  erablc  difficulty  in  obtaining  employnieni  for  the  full  amount 
on  best,  >r  even  good,  security ; and  the  banking  misery,  of  holding  on 
an  avail  ible  fund  unemployed,  tempts  to  be  satisfied  with  inferior 
security  for  solvency  and  rapid  convertibility  in  times  of  excitement, 
and  to  h nd  to  men  of  less  well-known  credit,  and  the  state  of  whose 
credit  is  betrayed  by  their  willingness  to  give  Ligher  interest.  The 
very  ma;  piitude  of  the  sum  at  command  gives  opportunity  for  granting 
loans  that  are  beyond  the  reach  of  less  abounding  capitalists,  and, 
no  doubi  in  many  cases,  the  profit  of  the  und('rtaki2igs  for  which 
such  loans  are  required  are  large  in  proportion  to  the  smallness 
of  the  n imbers  who  can  compete  for  the  concession  or  working  of 
them.  I tut  the  applicants  for  loans  out  of  such  a fund,  and  whether 
for  largo  or  small,  are  to  be  mainly  divided  into  those  who  can  give 
tangible  security  and  those  who  can  give  none — who  can  only  expect 
to  be  ac(  ommodated  by  the  confidence  they  justly  or  unjustly  inspire 
of  their  ntegrity  under  ordinary  or  extraordinary  temptation,  and  of 
the  soun  Iness  of  the  industry  in  which  they  propose  to  employ  the 
advance.  The  latter  case,  it  is  clear,  is  simply  a loan  at  interest — 
whether  for  a term  of  years,  six  months,  or  ninety-five  days — upon 
personal  security.  The  process  of  working  is  shnply  for  the  trader, 
whether  merchant,  manufacturer,  shipper,  or  grower — all  forms  of 
industry  are  here  comprised,  to  draw  upon  the  banker  for  a given  sum 
at  a givei  date  ; that  is  to  say,  the  banker,  for  the  sake  of  a commission, 
heavy  in  proportion  to  the  value  of  the  accommodation,  furnishes  the 
trader  wi  th  his  written  engagement  to  pay  a givem  sum  on  a future 
day.  Til  is  engagement — this  bill— will  now  be  discounted  by  the  bank 
itself,  or  by  any  other  capitalist  who  has  the  money  at  disposal  and 
is  satisfied  with  the  joint  security  of  the  banker  and  the  banker’s 
customer  Thus,  ready  money  is  obtained,  and  the  industry  is  pro- 
vided wit  ii  means. 

The  )orrower  pays  discount  and  commission — or  whatever  other 
charges  vhich  together  make  up  the  cost  to  him — the  interest  of 
the  loan.  He  stands  bound  to  repay  this  on  a certain  day  in  ready 
money,  a id  it  is  possible  that  the  transaction  for  the  sake  of  which  he 
made  the  loan  may  be  fairly  completed  by  the  time  it  falls  due, 
and  that  :hus  he  will  be  able  to  repay  principal,  interest,  &c.,  and  have 
a surplus  — the  profit,  for  the  sake  of  which  he  became  a borrower.  But 
in  many  jases  no  transaction,  or  set  of  transactions,  terminable  within 
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the  settled  date,  can  bring  back  the  money  of  the  sets  of  loans  that 
are  hilling  due  ; more  time  is  required,  and  the  first  debt  has  to 
be  discharged  by  substitution  of  another,  with  a fresh  commission  to  pay, 
and  so  on.  A vast  amount  of  most  legitimate  business  is  conducted  in 
this  way,  but  much  also  that  is  most  questionable  and  dangerous. 

Advances  may  thus  be  made  for  supplying  means  to  raise  crops 
that  can  only  bo  brought  to  market  after  the  lapse  of  a twelvemonth, 
and  so  bills  may  be  renewed  over  and  over  again.  In  favourable  cases 
*/  this  process  may  go  on  for  years  and  years  ; the  principal  is  no  more 

repaid  within  the  term  than  if  it  had  been  originally  lent  for  the  full 
term ; and  the  lender  gets  his  interest,  the  borrower  a profit  above, 
and  the  loan  may  be  repaid  at  last. 

In  many  of  these  extended  transactions  a certain  security  is 
obtained  of  more  or  less  value,  a bill  of  lading,  a dock  warrant,  a 
mortgage  on  land,  a ship,  or  growing  crop.  But  in  transactions  of  an 
enormous  amount,  and  natm^ally  most  remunerative  to  the  lender, 
there  is  positively  no  security  at  all  beyond  the  repute,  the  credit  of 
the  borrower ; and  in  other  cases  what  security  does  pass  is  of  a very 
precarious  nature,  as  mortgage  on  a growing  crop,  which  may  fail 
entirelv,  and  so  forth. 

A vast  amount,  if  not  proportionately  large,  of  the  money  thus 
loaned  can  only  be  regarded  as  a permanent  investment,  that  may  be 
good  to  hold  for  any  time,  but  very  uncertain  of  realization  even  ulti- 
mately, and  not  at  all  to  any  considerable  extent  to  be  relied  on 
for  recovery  at  a short  notice.  It  need  scarcely  be  said  that  such 
investments  are  beset  Avith  peculiar  occasions  of  entanglement.  The 
difficult  question  will  arise  from  time  to  time  Avhether  it  is  more 
prudent  to  sustain  a halting  debtor  by  an’  additional  subsidy, — by 
an  increase  of  the  debt,  or  to  let  hiin  fall  and  take  the  severest  conse- 
quences, which  may  extend  sympathetically  far  beyond  the  particular 
case,  at  once. 

Good  money  too  frequently  follows  the  hopelessly  bad,  and  so 
initiates  cumulative  disaster ; the  more  sanguinely  because  sometimes, 
no  doubt,  a failure  in  liberal  confidence  at  a crisis  brings  down  a for- 
feiture that  a bold  extension  of  credit  Avould  have  avoided. 

. But  in  any  case  these  operations  are  fraught  with  risks  that  may, 

perhaps,  be  safely  run  for  a long  time,  but  that  ever  menace  a catas- 
trophe, especially  Avhen  conducted  with  capital  of  Avhich  the  immensely 
large  proportion  does  not  belong  to  the  operators,  but  to  depositors, 
not  more  exempt  than  the  rest  of  the  world  from  gusts  of  panics,  and 
which  are  conducted  by  establishments  so  colossal  that  a mistake,  to 
say  nothing  of  favouritism  and  fraud  on  the  part  of  the  guidance 
which  always  must  lie  in  a feAV  hands,  may  spread  desolation  over  an 
empire. 
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As  ‘egards  the  depositors,  whether  taking  interest  or  not,  but 
especial  y if  taking  interest,  it  belioves  them  to  compare  the  capital  of 
the  con  pany  in  its  amount,  even  if  it  were  fully  paid  np,  with  the 
total  lii  bilities,  of  which  an  enormous  proportion  are  virtually  un- 
secured , and  then  it  were  well  for  them  to  consider  what  advantage 
they  gel  for  the  use  they  allow  of  their  capital,  in  compensation  of  risk 
of  losinf ' it  all  or  incurring  the  difficulties  and  suf-  pense  of  a prolonged 
and  uiic  srtain  liquidation. 


VI. 

We  have  traced  the  relation  of  banking  operations  to  money  and 
the  inte  'changes  of  trade  and  commerce,  without,  especially  adverting 
to  the  help  or  aggravation  that  a system  of  banking,  well  or  ill  consti- 
tuted, n ay  develope  at  a period  of  industrial  or  political  disturbance. 

We  now  enter  upon  that  part  of  the  subject,  and  it  will  bring  us 
back  again  to  the  functions  by  which  precious  metals  may  so  im- 
portantly' subserve  commercial  prosperity,  especially  in  regard  to 
securinc  — 

I 

1.  Tlie  adequate  and  proportional  supply  of  money — circulating 

1 ledium  or  currency — and  the  stability  of  its  standard. 

2.  The  provision  of  an  adecpiate  reserve  of  value,  immediately 

2 vailable  to  meet  unusual  demands  and  unusual  contin- 

j encies. 

We  have  been  led  already  to  recognize  some  of  the  mischiefs  to 
which  t le  community  is  exposed  when  it  is  reduced  or  allowed  to  have 
resort  t^r  a supply  of  convenient  currency  to  notes  issued  by  indi- 
viduals or  firms  on  their  personal  security,  and  bound  to  no  such 
cautioiu  ry  deposit  as  is  demanded  of  the  Bank  of  England.  A promis- 
sory note,  a note  which  is  a transferrable  engagement  to  pay  any 
bearer  cf  it  on  demand  a given  sum,  may  be  both  a convenient  and 
unobjeci  ionable  instrument  of  exchange,  so  long  as  the  term  between 
issuing  ind  presentation  is  not  very  long  ; and  representing  a business 
transact  ion,  it  is  something  more  than  mere  accommodation  paper  in  the 
disparaging  sense — that  is,  a loan  of  credit  not  justified  by  indubitable 
solvenc’  . But  a private  banker’s  notes  are  in  (‘ffect  so  much  accom- 
modation paper,  which,  only  from  its  convenience  in  exchange,  he  has  an 
opportu  aity  of  renewing  as  fast  as  it  comes  back  to  him,  and  keeping  so 
to  a ccusiderable  amount  constantly  afloat,  at  a commensurate  risk 
always  mminent  upon  the  easy  society  tbat  acquiesces  in  the  arrange- 
ment. . t were  well,  therefore,  that  society — that  the  State  should  under- 
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take — we  may  rather  say  it  is  the  duty  of  the  State  to  undertake,  the 
entii-e  supply  of  the  paper  currency  of  the  country,  so  fai-  as  it  assumes 
the  universal  and  permanent  characteristics  of  IMoney.  This  is  to  the 
full  a function  as  incumbent  on  the  State  as  the  su])ply  and  superin- 
temlence  of  Coined  money.  Thus  only  can  be  assured  a currency  Avliich 
shall  not  alone  be  stable  in  standard  value,  uniform,  consecutive,  con- 
venient, and  in  supjily  proportionate  to  fluctuating  requirements,  but 
endowed  with  that  primary  quality  of  all — absolute  security.  This 
appropriate  State  function  is  at  present  very  imperfectly  performed  in 
the  United  Kingdom ; the  notes  of  the  Bank  of  England  are  legal 
tender  in  England  only,  and  constitute  but  a limited  proportion  of  the 

notes  that  arc  in  circulation  there. 

We  shall  see  that  bevond  the  secured  convenience  of  a note  circu- 
lation,  the  State  is  bound  to  provide,  moreover,  for  assistance  to  com- 
merce under  circumstances  of  difficulty,  and,  therefore,  that  it  is  not 
entitled  to  dispense  with  the  profitable  advantage  derivable  from  an 
authorized  and  secured  paper  currency — the  natural  and  obvious  fund 
for  correcting  disturbances  that  may  affiict  its  source. 

It  is  not  unfrequently  said  that  the  power  of  paper  to  perform  the 
functions  of  metallic  money  is  derived  solely  from  convention,  more 
especially  in  the  case  where  it  is  not  convertible  at  option  ; but  it  soon 
proves  that  the  basis  of  this  so-called  convention  is  a general  persuasion 
that  the  value  at  which  one  accepts  it  he  can  realize  from  another,  and 
this  persuasion,  where  it  continues  established  for  long,  is  ever  based 
on  no  convention  at  all,  but  on  a matter  of  fact. 


The  notes  are  taken  for  value,  because  there  is  an  obligation  that 
they  shall  be  cashed,  that  tangible  value  shall  be  given  for  them,  which, 
justly  or  not,  it  is  believed  will  be  redeemed  sooner  or  later.  The 
estimate  of  this  certainty,  and  of  the  length  of  interval — certainty  abiding 
always — set  against  the  convenience  of  the  use  of  such  instruments, 
decides  the  discount,  or  premium,  or  par  at  which  they  pass  current. 
The  convenience  is  materially  influenced  by  the  scarcity  or  super- 
abundance ; if  such  obligations  are  about  in  greater  numbers  than 
interchange  requires,  they  will  so  far  be  worth  less  than  if  they  were  in 

such  scarcity  as  to  be  eagerly  sought  for. 

Notes  are  readily  put  into  valid  circulation  by  a government  which 
establishes  that  they  shall  be  legal  tender  in  all  contracts,  and  also  in 
payment  of  duties  and  taxes.  The  reception  of  notes  in  acquittance  of 
government  claims  is  equivalent  to  cashing  them,  and  so  long  as  they 
are  not  issued  in  excess  of  the  requirements  for  efiecting  interchanges, 
they  will  in  this  case  be  acccepted  as  readily  for  all  public  salaries, 
purchases  of  stores  and  even  of  gold. 

Sufficiency  of  supply  is,  of  course,  easily  provided  for  by  the  pay- 
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merits  a]  luded  to,  and  then  by  a State  Note-issue  Department  prepared 
and  bom  d to  give  notes  in  exchange  for  eitlier  coined  or  bar  gold  at  a 
fixed  standard.  Such  a function  will  be  by  no  means  nugatory — so 
many  sp  scial  conveniences  attach  to  paper  money — if  it  can  only  be 
proved  to  public  satisfaction  that  the  supply  will  not  be  overdone  in 
sequel  o:  “ some  scheme  of  violence  or  fraud  to  tamper  with  the  actual 
or  poteni  ial  convertibility. 

In  ev  3ry  case,  therefore,  where  notes  would  be  more  convenient  than 
gold,  and  the  exchange  is  not  made  elsewhere  more  readily,  such  a 
departmc  nt — it  exists  effectively  at  a counter  in  the  Bank  of  England — 
supplies  the  deficiency,  and  bank  notes,  under  such  circumstances, 
cannot  rise  to  a premium — a phenomenon  that  otherwise,  under  the  ill- 
ordered  adjustments  of  which  Italy  has  given  example  within  this  year 
or  two — is  anything  but  an  impossibility. 

The  f till  more  serious  mischief  of  an  excess  of  paper  issue  has  then 
to  be  guf  rded  against,  and  this  is  only  to  be  effected  by  the  correlative 
arrangen  ent  of  making  the  issue  department  bound  to  give  gold  in 
exchange  for  notes,  as  well  as  vice  versa,  on  demand.  The  slightest 
depreciation  will  thus  bring  home  notes,  and  the  supply  of  them  be 
adjusted  to  the  demand,  and  their  value  preserved  exactly  equivalent 
to  the  go  d they  replace,  and  of  which  they  fulfil  the  office  and  carry 
the  deno  nination. 

That  is  to  say,  the  notes  are  repayable  in  gold  on  demand,  by  any 
bearer,  ao  any  time,  and  if  the  place  of  demand  is  limited  for  convenience 
to  one  ])lace — to  London — facility  of  communication  precludes  any 
restrictive  effect. 

All  t lat  is  now^  required  is  to  take  order  that  gold  shall  be  forth- 
coming, beyond  all  possible  anticipation  of  a doubt,  whatever  the 
amount  o f demand  that  may  be  by  possibilit}"  made.  As  the  wLole  of  the 
paper  cm  rency  might  have  been  issued  originally  by  purchasing  gold, 
the  coffer  5 of  the  department  might  have  in  the  first  instance  a command 
of  metal  equivalent  in  amount,  and  every  £ in  circulation  would  have 
a soverei;  ,m  to  meet  it.  This  is  the  extreme  case  one  way ; another 
extreme  vvould  be  for  the  issue  to  be  so  nicely  adjusted  as  always  to 
meet  the  exact  wants  of  the  interchanging  community,  and  for  the 
value  of  the  note  to  be  so  exactly  sustained  by  limiting  its  quantity 
that  it  ca  a neither  rise  to  a premium  nor  depreciate  ; and,  if  this  could 
be  mana^  ed,  it  would  seem  as  if  not  a single  sovereign  in  store  would 
be  requir  3d ; managed,  however,  it  cannot  be  ; — the  fluctuations  of  the 
currency  in  amount  must  be  allowed  to  adjust  themselves ; our  care 
must  be  directed  and  limited  to  remove  obstacles  and  give  every  aid  to 
this  adjui  tment.  The  end  is  obtained  by  enabling  the  public  to  bring 
back,  or  < Iraw  out,  at  their  changing  convenience,  what  notes  they  may 
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require  ; and  the  question  remains,  as  a matter  of  administration,  what 
quantity  of  gold  shall  the  department  be  held  bound  to  have  in  store, 
and  how  shall  this  quantity  be  determined  ? 

The  entire  requirement  of  the  country  in  the  way  of  bank  notes 
is,  of  course,  very  large ; and  a very  large  proportionate  quantity  of 
these  will  be  permanent!}’  afloat.  The  records  of  the  department  will 
exhibit  what  is  the  smallest  amount  to  which  the  note  circulation  has 
ever  been  reduced  ; it  may  show,  also,  a tendency  of  this  minimum  either 
to  move  still  lower,  or,  more  probably,  to  rise  to  a liigher  amount. 

It  is  clear  that  gold  must  be  retained  sufficient  to  meet  not  only  the 
entire  issue  above  this  minimum,  but  even  a sum  very  considerably 
beyond  it,  so  that  assurance  may  be  given  that  even  a drain  far  more 
serious  than  any  that  has  ever  yet  occurred  would  be  duly  met. 

It  is  as  clearly  unnecessary  to  provide  gold  to  exchange  for  notes, 
to  be  available  when  their  circulation  should  have  become  so  con- 
tracted that  notes  would,  in  fact,  bear  a premium. 

The  elements  for  the  determination  of  the  limit  of  thoroughly  per- 
manent circulation  are  thus  not  remote ; and  when  this  is  obtained,  the 
inflexible  rule  must  then  be  imposed  upon  the  issue  department,  that  a 
certain  portion  of  this  amount,  and  every  note  that  may  be  issued 
above  it,  shall  be  issued  only  in  exchange  for  gold,  to  be  retained  in  the 
coffers  of  the  department  ready  to  meet  demand  for  notes,  and  to  be 
tampered  with  for  no  other  purpose — for  no  other  purpose. 

Since  the  law  which  made  Bank  of  England  notes  payable  on 
demand,  and  provided  upon  this  plan  an  absolute  security  that  the 
demand,  whenever  made,  should  be  met,  depreciation  has  been 
unknown ; the  notes  have  uniformly  passed  at  the  full  value  of  the 
gold  they  nominally  represent.  No  shadow  of  mistrust  has  ever  caused 
a run  upon  the  department  for  hasty  realization,  and  at  the  very  height 
of  the  very  worst  monetary  crisis  to  hold  Bank  of  England  notes  has 
been  equivalent  to  holding  bullion  to  the  same  amount.  To  this  most 
important  extent  the  act  has  operated  w’ith  complete  success. 

A large  amount  of  bullion,  of  virtual  merchandize,  will  of  course 
by  this  same  operation  always  bo  lying  apparently  idle  and  unreniune- 
rative  in  the  cellars  of  the  Issue  Department.  This  constitutes  the 
Security  Reserve  of  the  note  circulation,  and  it  yields  a profit  as  truly  as 
if  it  were  constantly  passing  from  hand  to  hand — a profit  which  comes 
home  in  that  of  the  notes,  of  which  it  secures  the  uiulisturbed  circula- 
tion, in  excess  of  its  own  amount. 

At  this  stage  of  affairs  the  State  w’ill  have  come  into  possession  of  a 
vast  sum — the  permanently  floating  note  circulation,  for  which  it  has  to 
consider  the  fitting  or  most  prudent  employment — at  least  after  so  much 
of  it  has  been  profitably  invested,  lent,  or  leased,  as  suffices  to  cover  all 
the  expenses  connected  with  the  issue. 
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It  M no  slioflit  to  provide  tlio  genoml  community  with  a 

tliorour  hly  stable  medium  of  exchange  ; but  neither  is  the  responsi- 
bdity  s ight  of  applying  the  resources  economizetl  in  the  process  in  the 

manner  most  conducive  to  national  weltare — a suljject  to  which  we  shall 
be  spec  lily  brought  back. 


VII. 

The  perfect  convertibility  and  consequent  security  of  the  bank  note 
are  pro\  ided  for  by  the  arrangements  we  have  reviewed,  but  the  very  cir- 
cumstance that  the  basis  of  realization  is  the  precious  metal,  exposes  the 
system  ;o  an  interference  that  has  very  disastrous  and  perplexing  con- 
sequencis.  Exceptional  demands  for  the  metal,  quite  indepenclent  of 
incident-;  of  circulation,  may  arise  ; and  then  the  reaction  on  circulation, 
through  our  very  precautionary  restrictions,  apart  from  well  judged 
supjileix  entary  precautions,  is  embarrassing-  enouidi. 

Even  the  most  healthy  and  regular  process  ot’  interchange  is  liable 
to  accidental  derangements,  hinged  as  it  is,  after  all,  upon  conditions 
beyond  he  control  of  a community,  not  to  say  of  mankind— the  current 
ot  polit  cal  events — the  variable  bounty  with  which  nature  yields 
increase  in  recompense  of  industry. 

It  is  :hen,  moreover,  not  to  be  calculated  upon  that  the  organization  of 
industry  and  interchange  will  always  be  healthy,  Av’dl  ever  be  completely 
exempt : i-om  even  very  serious  unsoundness  mid  corruption  ; and  these  in 
themsel  x's,  especially  if  suddenly  revealed,  are  suflicient  to  generate  dis- 
aster and  distui’bance  at  a time  when  all  other  influences  remain 
favoural  Je. 

The  two  classes  of  disordering  influences,  moral  and  external, 
may  nat  irally  be  expected  to  react  upon  and  aggravate  each  other. 
The  ]irej  ervation  of  a healthy  commercial  system — a system  not  carry- 
ing with  n itself  the  seeds  of  convulsion,  to  ripen  spontaneously  or  start 
into  activity  in  sympathy  with  external  agitations— is,  therefore,  doubly 
importai  t?.  Some  of  its  conditions  lie  deep,  indeed,  among  the  very 
primordial  institutes  of  social  discipline;  nay,  jierhaps,  in  the  con- 

I stitution  of  race ; but  something  may  be  done  directly  by  good 

legislatif  n,  especially  in  respect  of  laws  of  Partnershij),  with  either 
limited  >r  unlimited  liability,  regulation  of  currency  and  banking. 
As  rega  -ds  Bankruptcy,  the  best  legislation  will  be  but  moderately 
remedial  but  bad  may  be  an  aggravation  of  almost  any  degree  of 
calaniito  isness. 

Tlie  3 aore  liealtliy  tlie  condition  in  'vvliicli  trade  (3an  be  preserved,  tlie 
better  v 11  it  be  enabled  to  contend  with  the  shocks  of  independent 
origin,  v hich  it  must  inevitably  encounter  at  inter^  als  5 and  even  so  the 
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contest  must  often  bo  most  calamitous,  unless  some  further  preliminary 
thought  has  been  taken  as  to  the  best  securities  for  redressing  the 
disarrangements  that  even  the  healthiest  system  brings  with  it  from  an 
arduous  victory;  only  so  can  temporary  disorder  be  kept  from  settling 
into  chronic  trouble. 

The  great  conservative  and  restorative  principles  of  the  body 
commercial  are  the  same  that  subserve  its  energetic  development — well 
directed  Industry,  having  its  root  in  Prudence ; and  secondly,  but  only 
in  order  of  enumei-ation,  well  founded  confidence, — Credit,  fur  which 
there  is  no  escape  from  demanding  an  ultimate  basis  in  conscientious 
Probity.  This  condition  has  been  made  a necessity — at  least,  for  a 
theoretical  exposition — by  the  practical  experience  that^the  most 
enlightened  self-interest  acts  with  a capriciousness  and  uncei-tainty 
that  calls  tor  more  sensitive  regulation ; strangely  enough  it  seems  to 
fail  most  readily  in  some  of  the  simplest  cases — but  with  frightful 
consequences — cases  that  other  tribunals  of  first  oi-  of  last  resort — 
judges  in  banco  or  mothers  in  nurseries,  nay,  fathers  sitting  on  appeal 
from  a schoolboy — would  decide  instantly  and  accurately,  and  not 
without  indignation,  perhaps,  at  being  troubled  with  the  reference. 

The  economical  writer,  however,  though  he  is  bound  to  notice  how 
the  current  standard  ot  Probity  enters  as  a factor  into  commercial 
prosperity,  may  be  excused  from  the  inquiry  how  the  Stock  Exchange, 
or,  indeed,  the  Exchange  either,  is  to  be  evangelized. 

Be  it  enough  to  say  that  a stringent  revision  of  the  criminal  laAv 
and  reform  of  its  wretched  administration  would  g-ive  very  welcome 
steadying  aid  to  tottei-ing  commercial  conscience  in  the  interim.  It 
is  certain  that  while  it  is  the  necessary  eflect  of  even  unprovoked  com- 
mercial disarrangement,  to  give  a rude  shake  to  solvency,  carrying 
destruction  to  it  in  many  quarters,  and  weakness  in  more,  the  worst 
will  but  slightly  aflect  the  energy  of  industrv,  when  i-ecoverv  is  not 
checked  by  tailure  of  honourable  confidence.  When  this  is  secure.  Credit 
lives  on ; the  indulgence  of  creditors  assists  recovery  in  individual 
cases ; and  the  tone  ot  those  who  chiefly  suffer  prevents  the  caution  of 
others  degenerating  into  alarm,  and,  ultimately,  into  Panic — Panic 
which,  in  its  nature  an  excess,  is  then  only,  when  attached  by  a justify- 
ing  germ,  prolonged  with  the  malignant  tenacity  of  a rodent  cancer. 

The  subject  of  Credit  comes  before  us  in  two  forms  ; and  however 
they  may  seem  only  to  differ  in  the  degree  to  which  the  essential 
condition  of  mutual  confidence  is  borne  upon,  whether  in  respect  of 
amount  or  time,  the  consequences  that  accrue  in  virtue  of  this 
difference,  are  most  momentous.  Innumerable  and  most  important 
interchanges  may  be  effected,  and  all  parties  be  in  possession  of  their 
own  at  the  close  of  the  day ; and  yet,  inasmuch  as  if  oidy  between  the 
time  of  receiving  and  paying  in  a cheque,  each  has  for  a time  been  out 
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po , session,  the  process  of  business  has  l«  n facilitated  by  credit 
this  lowest  form  of  credit  comes  to  an  end  between  ZnL 

the  fii  Tt  T interchange  .;an  bring  himself  to  be 

tile  tiibt  to  forego  clutclnng  his  own. 

Cl  rreut  credit— credit  in  course  of  intercliange— is  all  that  is  in 
ques  1 m lore,  and  the  ordinary  balances  with  which  a trader  trusts 
Ins  ba  iker  are  of  much  the  same  nature.  Such  credit  is  not  a erer^ 

po..sts.,ion,  gives  an  extended  opening  for  casualties  that  may  preclude 
any  re  ,urn  of  an  equivalent.  In  the  manifold  conjunctures  of  biisTnes7 
he  op.ir.ation  of  this  mere  Convenience-credit,  so  to  distinguish  it  from 
ans  a lid  advances,  may  place  for  a certain  time,  months  it  may  be 

one  pa  trio  exchangeable  sum  in  the  possession  of 

r ‘'*®  and  therefore  e.xposed  to  whatever 

l ei  s may  affect  his  individual  fortunes.  Thus,  in  the  very  first 

develojments  of  commerce  beyond  mere  hand  to  hand  interchi, i, -re 
the  for  unes  of  one  individual  become  constantly  liable  to  be  affecred 
seriously  by  the  good  or  ill  fortune,  good  or  ill  conduct,  of  others 

btil  more  momentously  is  this  the  case,  of  course  with  those 
reations  of  debtor  and  creditor  that  origimato  in  direct  loans  or 

loans  Loans  which  are  made  upon  solid  security,  as  deposit  of 
consols,  of  waia-ants,  Ac.,  are  scarcely  forms  of  credit,  but  when  a bill 
IS  disco  inted,  value  is  transfeired  for  a time  on  faith  in  the  honour 
and  .sob  eiicy  of  certain  names,  and  in  the  evidence  of  the  bill  that  it  is 
require!  for  a proper  industrial  and  presumably  profitable  transactilr 
.1  rtiis  lase  a vvi  itten  instrument  intervenes,  but  on  the  same  grounds' 
in  instaices  where  it  is  di.spensed  with,  an  immense  amount^if  burf-’ 
ness  .11  I lie  w.ay  of  advances  is  carried  on  through  the  couiitiy  by  the 
credit  uhieh  maniifecturers  and  others,  who  are  capitalists,  give  to 

credit  Tv  r*''  T t "ith  stocks,  on 

edit,  by  those  who  knovung  that  probably  their  customers  have 
no  mean,  of  their  own,  h.ave  full  reliance,  for  the  most  part  abun- 
dantly  ji  stifled,  that  energy  and  industry  will  put  the  entrusted  value 
to  good  1 se,  realize  a living  profit  upon  it,  and  in  due  time  restore  the 

value  int  let-and  on  the  credit  of  good  faith  and  skilful  administration 
m one  af  air,  be  welcome  to  another  on  like  terms 

This,  however,  is  but  a single  link  in  a long  chain,  as  the  trusted 
tiu.sts  an  ither,  and  so  on  ; and  the  large  debt  incurred  by  himself  and 
repayable,  say,  m three  months,  becomes  intermediately  represented  in 
has  book  1 by  a series  of  smaller  debts  for  shorter  Lms ; and  his 
debtors  i gam  .are,  in  many  cases,  in  a like  position.  A chain  is  as 
strong  as  its  weakest  link,  and  the  failure  of  one  would  ruin  the  eTre 
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transaction  up  to  its  first  attachment,  but  for  the  margin  of  insurance 
allowed  for  in  the  profit  upon  the  total.  Precarious  as  such  a system 
may  appear  to  those  who  are  unfamiliar  with  the  rapidity  of  business, 
the  general  result  comes  round,  as  a rule,  with  such  certainty  and 
success, — so  close  is  the  attention,  so  ardent  the  exertion  of  those 
whose  very  life,  and  that  of  their  families,  depend  on  conservation  of 
their  commercial  character — Credit — that  the  real  danger  of  the  system 
is  apt  to  develope  itself  in  over-confidence,  in  a too  great  readiness  of 
all  to  give  trust,  so  that  men  over-buy  and  over-trust,  now  in  one 
department  of  business  and  now  in  another.  A derangement  of  busi- 
ness is  then  developed  from  within,  when  payments  fail  in  punctuality 
and  interchange  is  at  a stand,  as  disastrous  as  any,  it  may  be,  that 
originate  from  without. 

Interchange  proceeds  with  most  orderliness  when  the  various 
elements  of  interchange,  the  commodities  respectively  in  demand  with 
more  or  less  urgency,  can  be  and  are  supplied  in  due  proportion,  so 
that  when  the  round  is  completed  no  party  to  it  is  left  unsupplied  with 
the  necessities  he  requires,  and,  therefore,  oversupplied  with  the 
commodities  on  which  he  relied  for  making  the  wished  exchange. 
Derangement  may  occur,  as  regards  individuals,  most  disastrously, 
when  markets  prove  to  be  supplied  with  an  abundance  beyond  cal- 
culations ; more  profitably  to  some  individuals,  but  disastrously  for 
the  community,  it  must  ensue,  when  a supply  that  was  counted  on 
fails  to  appear,  or  is  carried  off  by  a more  potent  demand  and  by 
higher  prices,  in  another  direction. 

Such  a contingency  occurs  in  one  of  its  most  harassing  forms  on  a 
failure  of  the  crops  of  the  first  necessities  of  hfe — of  food  and  the 
materials  of  clothing.  Harvests  fail,  but  the  people  must  eat ; and  the 
resources  which  would  have  given  a surplus  to  exchange  for  com- 
parative luxuries  are  all  absorbed  in  the  purchase  of  food.  The  failure 
in  the  crops  or  supplies  of  cotton  operate  in  the  same  way.  A large 
military  expenditure,  again,  may  be,  and  has  been,  a sudden  necessity, 
and  a nation  is  affected  by  it  economically  in  much  the  same  way  as  if 
so  much  value  that  had  been  counted  upon  to  purchase  stocks  prepared 
to  meet  it,  had  been  lost  at  sea.  Lost  at  sea  or  blazed  away  in  gun- 
powder, the  case  is  the  same. 

These  are  examples,  out  of  numbers,  of  the  case  of  purely  accidental 
interference  with  the  calculations  and  provisions  of  not  imprudent  in- 
dustry. The  variety  is  almost  inexhaustible ; — thus,  the  same  amount  of 
value  that  has  been  withdravm  from  its  usual  appropriation  by  military 
expenditure  required  for  the  defence  of  the  country,  might  have  been 
diverted  by  the  opening  of  some  new  highly  remunerative  investment 
at  home  or  abroad,  a fully  secured  and  safe  loan,  or  the  demand  of  a 
newly- opened  colony  or  a continent. 
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derangements  more  serious,  because  more  complicated,  are  those 
whi  hare  been  induced  by  disproportionate  purchases  of  commo- 
dities, or  fixed  investments  made  under  the  influence  of  speculative  or 
gan  bling  rashness.  An  individual  may  be  involved  in  difficulties  by 
the  fiiilure  or  suspension  of  a single  debtoi-,  whom  he  may  have  been 
perfectly  justifled  in  assuming  to  be  solvent,  and  who,  indeed,  may 
but  fall  at  last  from  an  inevitable  misfortune;  but  the  corresponding 
diffiiiilties  of  a nation  are  usually  due  to  some  excitement  amounting 
to  a mania.  Examples  are  to  be  found  in  such  cases  as  the  diversion 
of  a 11  extravagant  proportion  of  value  to  the  execution  of  works  like 
rail  vays,  that  sometimes  are  utterly  unrem  unerative,- — that  are  sus- 
pen  led  because,  after  all,  sufficient  funds  are  not  obtainable  to  com- 
plet  9 them,  or  that,  however  jirofitable  they  may  one  day  become,  yield 
no  levenue  for  the  time,  and  are  unavailable  property.  Lavish  exports 
to  America  or  Australia,  for  which  returns  ivdll  never  be  obtained,  or 
not  in  time  to  meet  impending  difficulties ; lavish  loans,  whether  to 
Spa  ,n  or  any  other  country  ; all  such  wild  diversions  of  capital,  made 
suddenly  and  recklessly,  entail  difficulties  eveu  upon  the  more  prudent, 
and  make  the  final  adjustment  of  interchange  a matter  of  ultimate  loss 
to  many,  and  in  the  meantime  induce  derang»3ment  in  all  the  markets, 
and  especially  in  the  relations  of  ready  money  to  commodities  and 
crec  it. 

[n  any  such  derangement  large  classes  find  that  they  are  without 
their  usual  means  of  meeting  their  engagements,  or  that  their  means,  if 
the’  have  them — goods  or  services — are  out  of  demand  under  the  circum- 
star  ces.  The  case  is  urgent ; every  individual  flies  to  the  most  available 
relief,  or  grasps  at  the  most  available  security  ; enthusiastic  hopefulness 
has  given  place  to  alarm,  and  alarm  culminates  in  Panic. 

Panic  is  too  apt  to  supervene  on  difficulties,  however  innocently 
inci  rred ; when  fraud  and  recklessness  hav(!  been  concerned  in  pre- 
par  ng  them,  it  were  strange  indeed  that  panic  also  should  not  come 
to  i ivitation  in  its  most  aggravated  form. 

The  soul  of  all  operations  into  which  the  complications  enter  that 
ban  dng  and  banking  only  can  so  marvellously  adjust,  is  the  same 
tha1,  as  we  have  seen,  alone  makes  barter  possible — is  Credit,  is  the  re- 
lian  36  of  man  upon  man  to  observe  some  limit,  however  conventionally 
rela  xed,  in  the  license  with  which  he  pursues  his  pecuniary  interest, 
and  the  confidence  that  certain  indications  of  prudent  and  successful 
industry  may  be  taken  as  genuine.  The  0c3currence  of  a few  great 
con  mercial  scandals  cuts  the  very  nerves  of  credit.  In  current 
ph  r iseology,  it  collapses — it  is  paralyzed.  Every  man  mistrusts,  every 
mai  L apprehends  that  he  may  be  mistrusted  ; credit,  it  is  now  said,  con- 
trac  ts  ; all  debts  that  can  be,  are  called  in,  to  whatever  inconvenience  of 
the  debtor  ; and  no  new  debts  are  contracted  that  involve  engagements 
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to  be  met  with  ready  money.  The  most  justifiable  accommodation  is 
difficult  to  obtain  , tlie  strain  tells  on  tlie  weak,  on  the  rotten ; and  in 
the  consequent  liquidations  new  scandals  are  too  surely  brought  to 
light,  hsot  merel^^  home  but  fijrcigii  creditors  take  alarm,  and  exact, 
V herevei  the^  can,  reimbui'seinent,  not  in  bills  but  in  inti'iiisic  value — 
in  specie  especially  a drain  of  gold.  Consumption,  the  source  of  demand, 
IS  checked  of  course,  and  production,  that  has  leaned  for  aid  upon 
loaned  capital,  has  to  make  sacrifices  to  return  it,  and  cannot  replace 
it,  and  so  has  to  stand  still ; the  lenders  of  capital  prudentially  foreo-o 
the  temptations  of  even  high  interest,  while  the  borrowers  and  the 
Avorkers  for  wages,  whose  living  depends  on  having  opportunity  and 

means  to  employ  their  industry,  are  cut  off  from  the  sources  not  merely 
of  accumulation  but  of  daily  Ihdng. 

It  IS  for  such  occasions  that  prudent  men,  bankers  especially,  are 
wont  to  keep  a proportion  of  their  substance  in  securities  thaV  are 
readily  saleable  and  under  almost  any  circumstances;  but  even  so, 
when  all  men  are  in  trouble,  tlie  sacrifice  from  fill  of  price  will  be  very 
great.  Then,  all  men  are  not  prudent,  and  such  is  the  habit  of  con- 
fidence that  grows  eveu  upon  the  wary,  from  constant  familiarity  with 
a highly  artificial  system  of  interchanges  compensating  its  own  errors 
and  balancing  infallibly  between  moderate  averages,  that  the  possibility 
of  the  very  severest  pressure  never  seems  ffiirly  entertained  beforehand, 
and  naturally  is  still  less  provided  for. 


' VIII. 

In  all  these  cases  the  balance  of  interchange,  severely  and  unex- 
pectedly disturbed,  has  to  be  adjusted  by  a payment  from  one  side  to 
, the  other  of  unexpected  magnitude,  and  as  the  very  difficulty  consists  in 

the  demand  for  usual  merchandize  not  being  sufficient  to  balance  the 
unusual  claim,  the  pressure  falls  inevitably  on  the  precious  metals, 
which  are  value  everywhere,  always  marketable,  ever  in  demand,  the 

very  canon  of  infallible  acceptance— semper,  cpwd  uhlque,  quod  ah 
omnibtis. 

Hence  the  necessity  for,  and  the  prudence  of,  a Bullion  Emergency 
reserve  was  recognized  in  antiquity,  and  is  consistently  acted  on  in 
those  modern  conditions  of  society  that  still,  as  regards  simplicity  of 
organization,  correspond  with  the  state  of  antiquity.  Roman  families 
even  in  trade,  and  still  more  as  engaged  in  service,  are  wont  to  place 
their  savings  in  bullion  ornaments  for  daily  or  festal  wear,  and  to  these 
they  look  for  resources,  by  sale  or  pawn,  in  case  of  an  unexpected 
claim  or  calamity.  In  the  golden  robe  of  the  Athene  of  Phidias  the 
Athenians  combined  in  much  the  same  manner  the  advantage  of  a 
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bullion  reserve  against  emergencies  with  some  present  usufruct  of 
beauty.  At  the  height  of  their  power,  moi'eover,  they  dedicated,  a 
stor } of  1000  talents  in  gold,  and  kept  them  sacred,  through  many  a 
tern  station,  to  owe  to  them  ultimately  one  last  chance,  less  of  retrieving 
emf  ire  than  averting  their  catastrophe. 

i5uch  prudence  ought  not  to  be  limited  to  the  anticipation  of  an 
imp  jrial  crisis  of  the  last  desperateness ; in  modern  times  its  appli- 
catii  )n  has  been  overlooked  even  here  ; — its  occasion  declares  itself  when, 
undir  the  circumstances  of  such  distressing  commercial  emergencies  as 
we  ] lave  reviewed,  a demand  for  immediately  available  value  arises — a 
drai  i of  gold.  The  course  which  this  takes  is  easily  followed  by  the 
thecrist  along  the  well-worn  track  of  many  a convulsion.  The  stocks 
of  b illion  dealers,  and  of  the  capitalists  who  keep  stocks  of  bullion,  are 
laid  under  contribution,  but  that  can  only  b«3  done  by  purchase,  and 
the  I dock  that  is  purchaseable  is  of  precarious  amount.  Immediately, 
or  ii  termediately,  property  or  securities  are  given  in  exchange  for  it, 
but  )f  course  at  a disadvantage ; the  prices  ol’  property  so  brought  to 
mar]:et  fall.  The  gold  in  circulation  tends  in  the  same  direction,  and, 
mosi  important  for  our  point  of  view,  the  Security  fund  of  the  issue 
department  is  necessarily  drawn  upon.  Gold,  which  must  be  had  to 
pay  breign  debts,  is  drawn  out  by  the  presentation  of  notes  for  pay- 
men  , and  as,  by  the  imposed  regulation,  these  notes  can  only  return 
into  3irculation  in  exchange  for  gold  to  store,  the  circulating  medium 
is  exposed  to  a contraction  that  in  no  respt  ct  is  dependent  on  the 
fluct  rating  amount  and  number  of  interchanges  that  the  country  has  to 
effec and  may  or  may  not  run  parallel  or  counter  to  the  variation  of 
this  rmount. 

I 'nder  such  circumstances,  what  notes  remain  out  are  doubtless  in 
man; ' cases  and  to  some  extent  economized,  made  to  circulate  faster ; 
and  all  supplementary  aids  of  cheques  and  credit  and  accounts  are 
press  ed  to  the  uttermost; — on  the  other  hand,  all  manner  of  aggravations 
of  tie  difficulty  accrue,  and  tend  to  countervail  these  easements  by 
coun  :er-pressure.  It  is  on  such  occasions  of  difficulty  that  failures  are 
rife.  Houses  that  are  struggling  with  fair  chances  go  down  along  with 
the  liopelessly  unsound  that  bankruptcy  has  been  yawning  for  for 
years  ; houses  abundantly  solvent,  caught  bj-  the  gust  at  an  unlucky 
momont,  are  waterlogged  ; the  wealthy  and  ]>rudent  know  the  signs 
of  til  B times ; they  anticipate,  nay,  many,  in  many  cases,  are  likelv 
enough  to  do  their  best  to  precipitate  mistrust  and  panic,  when,  as 
timely  protection  for  themselves,  they  secure  a stock  of  Bank  of  Eng- 
land lotes  which  they  may  probably  never  be  called  on  to  use,  or  that 
they  vV'ait  to  use  till  the  situation  is  at  its  worst,  and  which  meantime 
are  v ithdrawn  from  circulation  ; and  so  the  constriction  tightens. 

Tiat  this  must  be  the  course  of  events  seems  to  stand  to  the  simple 
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reason  of  the  circumstances  of  the  case  ; evidence  as  to  tlie  details  of 
a crisis  may  illustrate  the  principle,  but  they  are  not  required  either  to 
complete  or  confirm  it. 

Drains  of  specie  may  arise  also  from  the  precious  metals  being  in  re- 
quest abroad,  not  merely  from  balance  of  trade  or  through  panic  mistrust, 
but  quite  independently  of  any  commercial  or  political  convulsion  ; the 
demand  for  them  may  be  from  circumstances  so  strong  as  to  supersede 
]>  others,  or  it  may  come  in  addition  to  them.  Bullion  may  be  demanded 

in  some  continental  state  for  establishing  a metallic  in  place  of  a depre- 
ciated paper  circulation,  for  coinage,  from  a movement  of  private 
hoarding,  for  reserves  of  newly  established  or  exhausted  banks,  or  for 

the  treasuries  of  governments  decided  to  hold  reserves,  or  for  their 
•nilitary  chests. 

Bullion,  in  such  cases,  must  and  will  be  had,  quite  independently  of 
profit  or  loss  on  exchange ; and  the  Security  reserve  of  the  issue 
department,  and  the  amount  of  the  currency  by  its  necessary  inter- 
I dependence,  will  be  liable  to  be  affected  no  less  than  under  more  violent 

and  more  intrinsically  disastrous  circumstances. 

It  seems,  then,  that  a drain  of  specie  from  whatever  cause,  is  liable, 
unless  we  can  provide  some  remedy,  to  induce  unnecessary  and  inoppor- 
tune contraction  of  the  currency,  and  so  to  react  with  an  aggravation 
> of  mischief.  The  evil  appears  to  be  caused  by  the  stress  of  the  drain 

being  directed  upon  the  Security  Bullion  Fund,  of  which  the 
function  and  sufficient  employment  is,  to  keep  the  standard  of  value 
stable  in  the  circulation.  Notes  go  out  of  circulation  in  such  a time  of 
iiiegular  excitement  to  a large  extent,  not  because  they  are  not  wanted, 
but  because  bullion  is  wanted  also,  and  wanted  elsewhere. 

The  action  proceeds  through  the  issue  departments,  to  react  upon 


the  reserve  held  against  deposits.  The  deposits  in  the  hands  of  bankers 
will,  of  course,  be  the  fund  which  must  be  drawn  upon  to  pay  any 
unexpected  call ; their  ordinary  reserve  of  gold  and  Bank  of  England 
notes,  which,  as  we  have  seen,  are  gold- equivalent  notes,  will  be 
trenched  upon  as  they  are  required  to  pay  withdrawn  deposits.  If 
one-third  of  their  deposits  go,  they  will  lose  their  entire  deposit 
reserve,  and  will  have  to  realize  securities  to  obtain  gold  and  notes 
equivalent  to  a third  of  what  remains  ; if  they  have  a note-issue, 
matters,  of  course  may  be,  and  probably  will  be,  much  worse.  In  all 
this  there  is  not  necessarily  any  taint  of  radical  unsoundness;  the 
nation  has  to  pay  away  a large  sum  unexpectedly,  but  having  got  the  sum 
available,  pays  it,  and  goes  on  trading  with  the  remainder.  Unsoundness 
is  none,  if  indeed  the  nation  has  got  the  odd  sum  required  in  the 
required  available  form,  or  can  raise  it  by  sale  or  loan  within  the 
, required  time;  but  if  this  is  not  the  case,  the  drain  for  specie 

operates  to  contract  circulation  irregularly,  without  any  relation  to 
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appi  opriate,  fair,  and  otherwise  unmodified  requirements,  and  then 
puts  an  interfering  and  marauding  strain  upon  reserves  held  against 
dept  sits,  and  in  a manner  that  acknowledges  no  sympathetic  relation 
wha:ever  to  the  requirements  of  the  deposit  account. 

V^hatever  may  be  the  sum  the  nation  has  to  pay,  the  proportion 
betv  een  the  remaining  deposits  and  the  reserve  held  against  them, 
mus  t be  maintained,  or  there  will  arise  an  alarm  that  thev  are  not  safe ; 
and  panic  will  spread  ruin  among  a class  who  arc  all  perfectly  solvent 
toge  her,  and  would  ride  through  their  difficulties  easily  but  for  such  ill 
arra  igements.  The  reserve  held  against  deposits  can  no  more  fulfil  its 
function  of  answering  to  the  changes  in  their  amount,  than  the  reserve 
held  against  circulation  can  secure  the  convertibility  of  the  notes,  if  it 
is  t(  be  drawn  upon  and  exhausted  by  an  operation  that  has  no 
alleg  lance  to  the  rise  or  fall  of  the  responsibility  it  is  intended  to  meet. 

laasmuch,  then,  as  the  conjunctures  in  question  must  carry  off 
bullim,  gold,  and  the  compensating  influences  cannot  react  without 
an  iaterval,  the  community  cannot,  in  prudence,  neglect  to  provide 
itseb  with  an  independent  Gold  Fund,  or  Reskrve  for  Emergexcies. 

T he  source  of  this  fund  is  another,  and  wa;  may  take  it  as  the  next 
ques  ion  ; and  it  seems  obvious  to  point  to  the  millions  that  are 
capa  )le  of  being  sustained  afloat  in  Permanent  note  circulation. 

I . may  be  said  that,  by  holding  in  specie  the  same  amount  that  we 
circulate  in  paper,  we  forfeit  all  our  economy  in  the  substitution.  FTot 
so  ertirely  ; the  paper  is  a far  more  effective  instrument  of  interchano-e, 
does  far  more  work  than  the  gold  itself  wo  aid  do,  and,  if  the  gold 
were  in  circulation,  it  would  not  be  available  for  a critical  emergency. 

gain,  this  Emergency  fund  would  yield  its  own  return  at  a high 
rate,  whenever  called  into  activity,  how^ever  limited  in  amount  and 
howtver  secondary  in  importance  to  the  service  of  warding  off  or 
relie’  ing  a crisis.  It  would  be  held  by  a department— of  the  Bank  of 
Engl  ind  let  us  say, — and  those  who  availed  themselves  of  its  aid  must 
neces  sarily  pay  for  it.  It  would  rest,  of  course,  wdth  the  department 
to  judge  as  of  the  value  of  bills  or  securities  tendered,  so  also  of  the 
rate  at  which  advances  should  be  made,  and  the  tension  and  probable 
tensii  111  of  the  crisis,  the  extent  of  the  further  demands  likely  to  be 
made  on  the  fund,  and  so  forth. 

The  intervention  of  a considerable  Emergency  fund  well  admi- 
niste  'ed — and  good  administration,  as  it  has  to  combat  both  mania  and 
panic , must  be  secured  as  far  as  possible  against  both  by  stringent 
rules  and  by  wisest  selection  of  administrators, — could  not  but  go  far 
to  reduce  the  more  violent  impact  of  a crisis,  and  give  time  for  those 
variois  adjustments  that,  if  time  only  can  be  gained,  come  in  to 
moderate  a drain  for  bullion  which  otherwise  threatens  to  become 
exhai  istive. 
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The  advance  in  the  rate  of  interest  in  one  country  attracts  capital 
from  abroad  in  direct  easement  of  the  loan  market,  and  also  for  the 
purchase  both  of  securities  and  merchandize,  depressed  in  price  by  the 
demand  for  money  ; — this  is  so  far  in  favour  of  the  cancelment  of  our 
foreign  debt,  but  it  does  not  take  place  in  a day  or  two ; and  a day 
or  two  are  sufficient  in  a fulminating  commercial  crisis  for  the  most 
fatal  disasters. 


Any  public  provision  for  establishing  an  Emergency  Reserve  would 
no  doubt  be  unnecessary,  if  all  traders  and  inter  changers  throughout 
the  public  would  steadily  keep  proportions  of  their  property  idle  as 
private  emergency-reserves.  If  prudence  could  be  calculated  upon 
generally  to  effect  this,  and  a degree  of  sagacity  also  that  would 
regulate  its  amount  and  administration, — that  would  not  hold  it  ab- 
surdly in  excess  or  deficiency — would  I'esort  to  it  neither  too  soon  nor 
too  late,  and  wouki  consistently  replenish  the  fund  after  it  had  been 
depleted  in  performance  of  its  function— then  the  whole  matter  might 
be  left  to  arrange  itself.  An  approximation  to  this  system,  but  a very 
rough  one,  is  in  fact  applied,  and  operates  with  considerable  success  in 
communities  not  very  remote  from  commercial  barbarism, — at  least 
remote  indeed  from  the  most  highly  organized  and  fully  active  com- 
mercial development.  The  very  fact  of  mutual  mistrust,  the  dangers 
of  an  unsettled  state  of  society,  or  even  the  absence  of  a class  who 
make  it  their  business  to  facilitate  the  communications  of  borrowers 
and  lenders,  cause  a large  amount  of  capital  to  be  retained  as  hoarded 
bullion.  Times  of  difficulty  bring  this  forth  into  actimty ; the  void  of 
interchange  is  filled  up,  the  unusual  demand  for  bullion  to  adjust  an 
unexpectedly  large  debt  or  supply  profitable  demand,  is  satisfied,  and 
still  the  fund  that  supplies  the  conveniences  of  ordinary  interchange 
remains  undisturbed.  Mr.  Fullarton  gives  some  remarkable  illustra- 
tions of  this  process  which  deserve,  not  merely  reference,  but  quotation. 

Let  the  immediate  end,  however,  be  answered  in  such  cases  as 
perfectly  as  it  may  be,  it  is  at  an  expense  that  w’ould  not  be  tolerated 
in  a community  where  the  pressure  of  competition  and  the  greed  of 
gain  urge  to  the  utmost  economy  of  all  resources.  All  the  economies, 
which  it  is  the  glory  and  function  oi  banking  to  effect,  ai*e  under 
such  crude  conditions  neglected  and  unknovm ; and  the  forfeiture  of 
advantages  probably  more  than  countervails  the  exemption  from 
convulsions.  We  are  thrown,  then,  upon  a search  for  such  a consti- 
tutive or  supplementary  adjustment  of  banking  as  shall  secure  a large 
share  of  its  economies,  and  yet  not  expose  us  to  a new  class  of  mischiefs. 


J 


PANICS  AND  THEIR  PANACEAS. 

J t is  pretty  generally  admitted,  and  seems  so  clear  that  I assume 

It,  t hat  when  banking  has  reached  any  considerable  development,  all 

hop(.  must  be  given  up  that  individuals  will  rtdain  prudentiah  hoards  of 

bull  on  in  their  own  hands.  The  general  tendency  is  to  hold  as  little 

idle  ready  money  as  possible,  and  to  place  ei'en  that  in  the  custody  of 

banks.  The  banker  now  is,  in  effect,  an  individual;  he  holds  the 

bala.  ice  of  these  deposits,  as  ready  money  in  the  first  instance,  but  he 

rega  ^ds  it  as  his  function  to  utilize  it  in  loans  as  far  as  possible ; and 

so  ai  last  he  only  habitually  retains  about  one-third  of  it  in  gold  and 

in  rotes  certainly  exchangeable  for  gold— Bank  of  England  notes. 

Thu!  these  notes,  which  he  calls  and  regards  as  ready  money,  are  in 

fact  mly  economizing  representatives  ; the  gold  they  represent  forms 

part  of  the  deposits  of  the  Bank  of  England,  but  the  Bank  of  England 

retai  is  only  a proportion  of  it,  and  has  lent  the  remainder  as  effective 
mere  aandize. 

The  most  important  bank  in  the  kingdom,  so  far  as  it  operates  on 
precisely  the  same  principles  as  any  other  bank  of  deposit,  will  only 
stand  in  the  same  relation  to  inferior  banks  and  discount  houses  as 
they  stand  to  individuals.  It  holds  the  deposits  they  place  with  it, 
emph  ys  them  more  or  less  liberally,  according  to  the  signs  of  the  times, 
in  dis  counts  and  loans,  and  retains  in  available  ready-money  form  such 
a pre  portion  as  very  fully  covers  the  fluctuating  maro-in  of  with- 
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D )ubtless  it  is  conceivable  that  the  bankers  generally  should  hold  a 
large  idle  reserve  of  gold,  that  can  be  resorted  1 o on  a great  emergency  ; 
and  nj  doubt  some  bankers  systematically  do  so.  They  might  keep  it' 
like  s^  )me  foreign  bankers,  in  their  own  custody,  or  deposit  it  simply  for 
safe  c istody  at  the  Bank  of  England,  where  it  should  not  be  liable  to 
be  treited  as  a portion  of  deposits  contributory  to  loanable  fund. 

Bi  t such  a course  must  be  left  optional.  No  legislation’ would 
meet  :he  case,  for  a mere  obligation  to  deposit  would  be  nuo-ator- 
without  prescribing  (which  is  impossible)  the  fitting  occasions  and 
hcenci  s of  withdrawal.  While  option  exists,  it  will  be  the  weakness  or 
the  de  iberate  policy  of  many  banks,  as  of  most  individuals,  to  take  the 
utmos , profit  from  capital,  under  precautions  that  meet  all  but  the 
rarest  convulsions  ; and  for  those,  first  to  trust  to  fortune  to  escape,  and 
then  (onsider  and  calculate  that,  even  allowing  for  peril,  it  will  be 
more  e conomical  to  pay  dearly  for  assistance  when  the  storm  breaks— 
or,  as  hey  hope,  confident  in  sagacity,  somewhat  less  dearly  just  before 
it  brea  ks  than  be  alw^ays  paying  an  onerous  insurance.  The  utmost 
that  cf  n be  counted  on  will  be,  that  a large  amount  may  be  kept  in  the 
best  ai  d most  saleable  Government  securities,  low  interest  as  they  may 
peld.  This  may  save  the  bank,  but  it  by  no  means— under  present 
(whicl  must  be  continued)  regulation— helps  the  circulation,  in  fact 
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the  other  way.  At  the  approach  of  a crisis  the  securities  are  sold  for 
notes,  which  are  either  cashed  for  gold,  or  else,  to  a large  proportion, 
held  for  security  either  by  the  bank  or  by  its  customers.  In  either 

case  the  notes  are  held  over  and  held  back  in  diminution  of  effective 
aids  to  interchange. 

But  if  the  banks  will  no  more  supply  the  central  bank  than  their 
customers  will  supply  them,  with  a reserve  of  ready  money  bound  only 
to  be  drawn  upon  at  emergencies,  the  central  bank  can  only  provide 
such  a fund  sufiicient  for  the  conjunctures  that  may  possibly  occur,  by  re- 
taining in  idleness  another  large  proportion  of  its  resources— either  its 
own  capital  or  a sum  borrowed  on  its  credit,  or  another  portion  of 
deposits  over  and  above  that  which  is  prudentially  requisite  for  meet- 
ing current  reclaims  of  depositors. 

^ Whatever  deposits— prudentially  or  incidentally  unemployed  balances, 
private  and  joint  stock  banks  may  have  at  the  central  bank,  they  can, 
if  they  please,  and  will  to  a large  extent  in  any  case  at  a crisis,  be 
forced  to  draw  out  ; in  a measure  these  funds  will  be  withdrawn  to 
be  hoarded,  to  be  held  ready  for  a run  or  a pressure ; even  so  fiir  as 
they  are  loaned,  the  withdrawal  of  them,  by  enforcing  contraction  of 
issued  notes,  cripples  the  lending  power  of  the  Bank  of  England  to  the 
full  extent  of  the  relief  obtained  elsewhere.  The  main  pressure  is  not 
relieved,  and  can  be  no  otherwise,  from  the  nature  of  its  origin,  than 
by  an  accession  to  the  fund  of  loanable  capital  effectively  in*^  bullion, 
not  previously  impawned  as  security.  Such  timely  easement  to  the 
firms,  of  most  undoubted  fundamental  solvency  however  urgently 
pressed  at  the  moment  by  an  emergency  supervening  on  immense  anil 
complex  transactions,  enables  them,  in  their  turn,  to  accord  extension 
or  renewal  of  credit  to  their  debtors,  to  such  of  them  as  they  have 
reliance  on  as  ultimately  solvent,  but  whom,  in  their  difiiculty,  they 
must  otherwise  have  urged  to  the  uttermost.  ’ ^ 

It  appears,  then,  that  in  a banking  system,  regarded  as  a whole,  and 
in  relation  to  the  general  industrial  system  of  a country,  it  is  nece^arv 
that  there  should  be  retained  three  several  Funds  of  Reserve.  These 
funds  may  be  distributed  among  various  bankers,  or  mainly  concen- 
trated in  one  or  more  establishments,  but  held  in  reserve  they  must 
be,  proportionate  in  amount,  and  forthcoming  as  specially  required,  if  the 
disorders  of  a monetary  system,  that  seem  almost  worse  than  any  that 
would  accrue  from  the  want  of  such  a system  at  all,  are  to  be  avoided. 

1.  A reserve  of  gold  must  be  held  against  notes ; if  the  amount  of 
this  IS  left  to  adjust  itself  mechanically,  as  arranged  by  the  Act 
of  1844,  we  know,  at  least,  that  the  credit  of  the  note  will  be 
perfectly  preserved ; it  will  fluctuate  in  value  no  otherwise  than 
as  gold,  that  should  have  occupied  its  place. 
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2.  A resen'e  of  <jold,  or  of  securities  infallibly  exchangeable  for  gold 

8 1 any  moment,  must  be  held  against  dejjosifs — must  be  held  to 
meet  the  repayments  that  are  liable  to  be  claimed  from  time 
io  time. 

The  first  proportion  of  this  Reserve  ought  to  be  regulated  strictly 
A.ith  reference  to  the  margin  of  tluctuation  cf  deposits  in  ordinary 
limes,  and  a second  under  prudent  forecaist  of  withdrawals  in 
i xtraordinary  times  ; and  this  fund  shouhl  not  be  liable  to  be 
(irawn  upon  to  cash  notes  returned  from  circulation,  any  more 
1 han  the  note  reserve  should  be  trenched  upon  to  eke  out  the 
( Leposit  reserve  in  difficulties. 

3.  lastly,  again  an  independent  reserve  of  gold  must  be  held  against 
i hnormal  Emergencies,  to  be  resorted  to  only  when  unusual 
( iifficulties,  however  induced,  whether  by  vice,  or  folly,  or  mis- 
lortune,  by  collapse  of  the  fraudulent,  by  the  disasters  of  the 
{ redulous  trader  and  speculator,  by  political  anxieties,  or  by 
i imple  failure  of  crops  and  seasons,  demand  unusual  remedies 
it  worse  is  not  to  ensue  and  crisis  be  complicated  by  panic. 
' Jnless  such  a reserve  exist,  an  emergency  will  inevitably  oblige 
1 he  other  reserves  to  be  trenched  upon,  at  the  risk  of  hampering 
1 he  operations  which  depend  on  their  integrity,  and  of  exciting 
lears  as  to  the  solvency  which  it  is  their  function  to  guarantee. 
To  trench  upon  them,  which  is  virtually  done  by  the  suspensions 
I )f  the  Bank  Charter  Act,  may  at  last  become  the  most  prudent 
I ‘ourse ; but  it  is  an  act  so  grave,  that  it  cannot  be  rightly 
•esorted  to  until  the  crisis  has  attained  a tension  that  must  have 
carried  ruin  far  and  wide  in  the  meantime. 


X. 

Hoa  :,  then,  are  these  Reserves  to  be  provided,  and  how  may  we  take 
Buchorler  as  to  secure  their  existence  even  against  the  madness — the 
mania,  if  that  may  stand  for  something  worse— of  speculation,  and 
imprud  mce  and  jobbery  and  fraud  ? 

The  funds  that  may  be  at  the  command  of  a central  bank  like  the 

Bank  o ’ England  are  ; — 

1.  'idle  paid-up  capital  of  the  bank. 

2.  ]'"unds  placed  in  its  keeping  by  its  customers — the  deposits,  for 

which  the  Bank  of  England  does  not  allow  interest. 

3.  ! joans  for  which  it  may  pay  interest ; from  the  Bank  of  France, 

let  us  say,  or  from  whomsoever  else,  and  for  whatever  dates, 
and  renewable  or  not  on  terms  fixed  or  otherwise.  So  much  of 
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the  Government  balance,  whether  fixed  or  fluctuating  in  amount, 
on  which  the  bank  may  pay  interest,  or  in  consideration  of 
which  it  may  make  a deduction  from  its  charges  for  services,  is 
virtually  a deposit,  on  which  interest  is  paid,  and,  like  other  such 
deposits,  is  of  tlie  nature  of  a loan. 

4.  Lastly,  the  bank  notes  which,  in  consequence  of  a concession 
from  the  Government,  it  may  have  the  privilege  of  putting  into 
circulation,  and  which,  to  the  extent  that  thev  would  remain  in 
permanent  circulation,  are  so  much  addition  to  purchasing 
power — its  power  of  purchasing  gold  or  any  other  commodity. 

The  Bank  of  England,  national  institution  as  it  is  from  a certain 
point  of  view,  is  still  only  so  in  a restricted  sense,  for  it  is  a trading 
company,  bound  to  make  pi’ofit  and  pay  dividends  to  the  holders  of  its 
capital.  It  cannot,  therefore,  be  fairly  called  upon  to  make  sacrifices 
gratuitously ; it  may  be  faii’ly  subjected,  no  doubt,  to  State  regulation, 
but  only  so  far  as  other  competing  bankers  and  banking  companies 
are  subjected  to  the  like.  There  would  thus  be  no  fairness  in  obliging  it 
to  provide  an  Emergency  Fund  for  the  behoof  of  the  entire  community 
— for  the  especial  behoof  of  competing  banks — without  any  special 
compensation.  This  would  constitute  an  enormous  tax  upon  its  trading- 
profits,  and  yet  it  would  not  be  easy  to  distribute  the  responsibility  and 
deposits  the  charge  among  all  the  banks. 

A bank  requires  to  have  a large  paid  up  capital  on  no  other  ground 
than  as  a guarantee  of  its  stability,  as  an  assurance  to  its  depositors 
that  a fund  exists,  besides  the  deposits  and  profits  that  are  divisible 
and  disjiersed  from  time  to  time,  to  cover  whatever  ordinary  or  extra- 
ordinary trade  losses  may  be  incurred.  For  the  guarantee  to  have  its 
full  value,  the  capital  must  be  invested  in  such  a form  as  to  certify  to 
the  customers  who  trust  the  bank  that  it  will  remain,  unless  to  meet 
the  emergency  of  the  deficit  it  provides  against,  untouched  and  un- 
tampered with ; that  its  safety  will  not  be  jeopardized  by  employment 
in  ordinary  business,  and,  still  more,  that  it  will  not  be  trenched  upon 
to  make  up  dividends  to  shareholders,  and  so  disappear. 

It  is  clear  that  the  capital  invested  for  these  purposes  should  have 
a certain  proportion  to  the  liabilities  it  is  responsible  for ; it  is  difficult, 
however,  to  fix  a regulative  principle.  The  liabilities  of  a bank  to 
losses  depend  not  alone  upon  the  total  of  the  deposits  it  receives,  or  the 
discounts  that  it  grants,  but  also  on  judiciousness  of  management. 
Managements  have  been  known  that  risked,  that  incurred,  losses 
against  which  no  possible  paid-up  capital  w-ould  have  been  a security  ; 
while  others  have  carried  their  bank  and  its  customers  through  a 
prolonged  course  of  undeviating  prosperity,  with  a paid-up  capital  so 
ridiculously  disproportioned  to  the  sums  entrusted  to  them,  that  it  would 
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have  va  usned  at  once  in  the  depreciation  of  the  mass  of  securities  held 
by  them  at  any  time,  to  the  extent  of  two  or  three  per  cent. 

Safe  y,  of  course,  lies  in  any  case  in  the  paid-up  and  invested 
capital  )eing  proportionately  large  ; but  whenever  its  amount  can  be 
declared  to  be  sufficient,  there  is  no  reason  why  a further  paid-up 
capital  s hould  not  be  employed  in  bringing  profit  by  discounting,  as  if 
it  were  ? sum  placed  on  deposit  by  an  independent  customer.  Another 
disposition  of  this  surplus  capital,  of  course,  would  be  to  purchase 
gold,  to  1 )e  held  as  an  Emergency  Fund,  to  be  retaiin.'d  as  a stock  of  ready 
money  to  be  brought  into  action  at  a crisis — a very  desirable  disposition 
indeed  ; but  it  is  not  possible  to  enforce  such  a rule  upon  bankers 
generally;  money  so  stored  is  lying  dead,  without  yielding  direct 
interest,  and  the  sacrifice  seems  too  much  even  for  all  but  the  very  very 
prudent  ; the  merely  very  prudent  will  believe  that  their  duty  is  done  by 
investing  the  sum  in  securities  like  consols,  always  saleable  at  some 
price — ii  not  in  more  profitable  securities  that  ]‘ank  at  least  as  first 
class,  ani  will  be  accepted  as  securities  on  some  terms  or  other.  It  is 
against  1 he  consequences  of  the  imprudences  of  this  very  class  that  an 
emergen  3y  fund  is  required,  for  the  behoof  of  the  community  that  are 
outside  ( f all  banking  involvements,  if  not  of  mercantile  transactions 
entirely. 

If  tl]  e Bank  of  England  is  to  be  held  bound  to  supply  capital  for  a 
fund  ad<  quate  to  meet  the  difficulty  arising  from  the  laches  of  all  other 
banks  in  the  kingdom,  or  as  many  as  may  be  neglectful — nay,  of  the 
general  nercantile  community,  that,  carried  away  by  enterprise — by 
greed — 1 >y  delusion,  has  been  improvident  of  any  ready  money  reserve, 
the  ques  ion  is  presented,  whence  are  the  Governor  and  Company  to 
look  for  i dividend  upon  this  permanently  impounded  mass  of  paid-up 
capital  e icluded  from  ordinary  employment  ? 

We  3an,  therefore,  scarcely  look  to  the  capital  of  the  Bank  of 
England — certainly  not  as  it  exists  and  without  an  addition — for  such 
a provision  as  our  hypothetical  fund  demands. 

The  capital  of  the  Bank  at  present  is  disposed  of,  as  we  shall  see 
presently , in  perfect  conformity  with  the  principle  of  guarantee  to  its 
creditors  and  customers,  a principle  which  would  be  vitiated  at  once 
were  a large  portion  of  it  to  be  diverted  to  a fund  exposed  to 
casualtie  and  especially  so  on  occasions  when  distrust  would  be  most 
sensitive 

The  1 ind  numbered  2,  is  composed  of  the  Deposits.  At  present  two- 
thirds  oi  their  amount  are  invested  in  profit-yielding  securities,  and 
one-thirc  is  retained  in  ready  money,  in  coin  and  bullion,  and  quite 
suffices  t3  meet  the  fluctuations  of  daily  payments  and  interchanges. 

Of  c<  mrse,  another  third  might  be  withdrawn  from  profit-yielding 
investme  nt,  and  employed  to  purchase  a stock  of  bullion.  But  the  basis 
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thus  given  for  an  Emergency  reserve  would  be  very  objectionable,  and 
in  fact  precarious,  so  much  so  as  to  put  it  out  of  the  question ; to  adopt 
it  would  be  to  place  funds  liable  to  be  drawn  out  at  any  moment,  and 
left  tranquil  only  from  confidence  that  they  may  be  so,  in  a position 
where  their  usefulness  would  depend  upon  being  converted,  in  very 
agitated  times,  into  securities  which,  however  unquestionable  as  pledges, 
would  not  be  immediately,  perhaps  not  even  within  a certain  period, 
convertible. 

Both  these  resorts,  apart  from  other  objections,  would,  of  course,  be 
very  expensive  from  sacrifice  of  interest  involved,  and  the  Bank,  as  a 
trading  body  would  have  to  look  to  recoup  itself  out  of  the  unusually 
high  rate  of  interest  it  would  demand  at  a crisis.  The  other  objections 
render  it  unnecessary  for  us  to  pursue  these  operations  into  their 
details. 

W e are  next  thrown  upon  the  resources  of  a Loan ; but  this  postu- 
lates the  existence  of  a fund  that  is  loanable — that  capitalists  possess 
and  can  lend  if  they  please,  that  they  are  willing,  under  the  circum- 
stances of  the  crisis,  to  lend  at  all,  and  to  lend  at  a rate  of  interest 
which  a responsible  borrower  is  willing  to  give.  The  best  chance  of 
such  a loan  being  obtainable  at  an  emergency  is  from  the  great  insti- 
tutions of  a foreign  country— as  the  Bank  of  France — that  may  happen 
to  be  without  the  vortex  of  the  commercial  cyclone,  and  may  be  in- 
fluenced by  the  consideration  that  it  may  itself  one  day  require  like 
aid  in  return.  But  the  obligation  to  make  such  a return  is  in  no  slight 
degree  onerous,  while  the  amount  required  is  so  large,  and  the  nature 
of  the  difficulty  to  be  met  is  so  stringent,  that  it  would  be  the  height  of 
imprudence  to  defer  engaging  the  loan  until  the  emergency  actual] v 
arrives. 

Here,  again,  it  is  to  be  expected,  in  case  a loan  should  be  happily 
obtainable,  that  very  heavy  usance  will  be  demanded,  in  which  a 
banking  company,  as  such,  cannot  fairly  be  called  upon,  and  in  fact  will 
not  consent  to  be  mulcted,  to  avert  a public  peril  from  which  they 
privately  are  exempt. 

The  case  is  the  same,  whether  the  charge  were  for  an  occasional 
loan  at  a crisis  for  a few  months,  or  for  a precautionary  loan  that  would 
lie  idle  for  years  together,  and  for  which  the  best  that  can  be  desired 
is  that  it  should  lie  idle,  for  it  will  be  exercising  its  function  as 
essentially  when  passing  through  a long  inactive  period,  and  con- 
tributing a minimum  of  direct  return  in  reduction  of  its  interest  charge, 
as  when,  unhappily,  called  into  action  at  extraordinary  rates  of  remu- 
neration. Such  a loan  may  be  resorted  to  under  pressure  at  last,  but 
it  is  bad  in  principle,  is  precarious,  and  the  pressm’e  that  enforces  it 
implies  misery  untold,  incurred  already. 

There  are  said  to  be  certain  capitalists  who  habituallv  hold  verv  laro-e 
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stocks  cf  bullion,  and  these,  no  doubt,  find  their  account  in  the  high 
rates  of  usance  at  critical  times ; tliey  find  it  also  in  the  advantageous 
purchases  they  are  enabled  to  malce  at  such  times,  both  of  produce  and 
securities,  from  the  depression  of  prices,  under  forced  sales,  and  demand 
for  money.  In  this  manner  such  dealers  do,  in  fact,  perfoi-m  for  the 
money  market,  so  far  as  their  operations  extend,  the  functions  of  the 
corn  dealers  who  store  corn  in  antici])ation  of  scarcity,  and  while  they 
get  higl  prices,  and  perhaps  high  average  proh^  s also,  contribute  to 
econoni " of  the  stock  of  corn  and  secure  that,  when  famine  conies,  the 
granaries  shall  not  be  found  to  have  been  recklessly  emptied. 

Why,  then,  it  may  be  asked,  may  not  such  self-adjustments  be  relied 
on  to  w )rk  round  in  the  case  of  bullion  ? why  should  not,  or  why  does 
not,  Fr(e  Trade  justify  itself  by  pi’oviding  against  scarcities  of  bullion, 
and  by  liffusing  gluts  P Shall  we  not  emasculate  a healthy  organism 
by  interference,  and  undertaking  by  adjustment  what  should  result 
spontau lously  ? But  even  in  the  corn  trade  these  self- adjustments 
operate,  and  always  have  operated,  only  as  moderate  palliatives  in  the 
face  of  severe  disturbing  induences  ; palliatives,  valuable  as  far  as 
they  go  — but  that  have  not  saved  whole  districts  from  starvation;  nay, 
sometin  es  an  aggravating  speculation  so  creeps  in. 

But  the  scourge  is  apt  occasionally  to  descend  so  suddenly,  if  not 
so  severely,  upon  the  money  market,  that  desperate — that  fatal  injury 
ensues,  before  the  complicated  adjustments  of  commerce  can  work 
round  ; the  very  extent  of  the  difiiculty  baffles  operators,  and  those  of 
leading  influence  must  be  few  and  will  be  exceptionally  powerful ; com- 
binatioi  s,  not  to  say  conspiracies,  may  be  entered  into  by  them;  and 
even  without  communication  and,  singly,  they  may  consider  it  as 
profitalle  to  produce  as  to  avert  a crisis,  to  aggravate  as  to  relieve  it. 
Trade  nost  unfettered  notwithstanding,  scarcities  still  occur  under 
circums  tances  that  leave  governments  no  option  but  to  supplement  its 
operatic  ns,  and  the  wisest  will  take  order  in  tranquil  times  to  enable 
them  tc  do  so. 

Mai  y crises  also  are  largely  due  to  the  epidemic  spirit  of  specu- 
lation ii  which  the  speculators  who  should  counteract  it  are  liable  to 
be  then  selves  involved. 

In  iny  case,  experience  has  shown  that,  wit  h fullest  liberty  and 
freest  epportunity,  these  independent  influences  have  not  sufficed  to 
create  an  effective  class  of  bullion  storers  to  take  place  of  individual  fore- 
thought— which  seems  quite  liopeless — and  so  to  ]>revent,  or  to  any  im- 
portant extent  alleviate,  the  direst  monetary  and  commercial  difficulties. 
The  ex  stence  of  the  fund,  therefore,  is  as  doulitful  as  resort  to  it, 
supposi  ig  it  did  exist,  would  be  difficult  and  costly  in  the  extreme. 
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Spontaneous  adjustment,  tlien,  and  still  more  certainly  prompt  spon- 
taneous adjustment  must  be  given  up  as  hopeless;  aud  in  this  respect 
the  operation  of  the  central  bank, — Bank  of  England,  call  it  as  you 
will,  the  chief  banking  institution  of  the  country,  is  superseded  as 
decidedly  as  any  private  banker  or  capitalist. 

To  the  necessity  of  an  Emergency  reserve  is  thus  to  be  added,  as 
equally  of  necessity,  its  peculiarly  public  or  national  character. 

On  the  public,  therefore,  wnuld  rest  the  responsibility  of  providing 
the  store  of  value  required,  whether  raised  by  taxation  or  a loan ; but 
the  analysis  has  at  the  same  time  brought  out  that  the  purchasing- 
power  of  the  Permanent  note  circulation  is  still  open  for  providing  the 
requisite  value  to  be  stored.  What,  then,  is,  and  -vvhat  should  be,  the 
position  of  the  State  relatively  to  this  privilege  and  those  to  whom  it 
is  conceded?  what  is  the  organization  by  which  the  realized  fund  can 
be  best  administered  ? 

The  relation  of  the  Government  to  the  Bank  of  England  is  up  to  a 
certain  point  in  no  respect  different  from  that  of  any  other  of  its 
customers.  It  pays  in  and  draws  out  money  directly  or  indirectly ; it 
requires  its  account  to  be  kept  under  conditions  of  the  utmost  accuracy 
and  highest  responsibility,  and  this  includes  the  bookkeeping  and 
payments  connected  with  the  customer’s — the  public,  debt.  Again,  as 
any  other  customer  might,  the  Government  from  time  to  time  may 
require  advances,  in  order  to  meet  payments  that  fall  due  wdien  its 
balance  may  be  inadequate. 

The  value  of  the  services  and  accommodations  rendered  so  far, 
might  be  set  against  the  value  of  enormous  deposit  account,  in  this  as 
in  any  private  case  ; and  vice  versa,  some  interest  paid  by  the  Bank 
on  a portion  of  the  deposits,  as  against  its  receipts  upon  advances 
made  by  it.  The  negotiation  for  mutual  accommodation  and  advantage 
in  respect  of  the  paper  circulation  of  the  country  may,  therefore,  be 
considered  quite  independently.  It  is  liable  to  be  mixed  up  with  the 
general  multitude  of  transactions  in  various  odd  ways,  and  influencing, 
of  course,  the  ultimate  balance,  but  the  account  betw-een  Goverument 
and  Bank  in  respect  of  all  other  transactions,  balance,  and  amount  of 
balance,  for  services  and  advantiiges  of  whatever  other  kind,  .should  he 
struck  quite  distinctly. 

At  the  commencement  of  transactions  betw'een  the  Government 

the  community,  and  a bank,  in  respect  of  arrangements  for  a paper 
currency,  it  may  be  said  that  the  community,  having  decided  to  issue 
notes  for  £5  and  upwards,  finds  itself  with  value  to  at  least  the  amount 
of  15  millions  of  pounds  in  hand,  in  the  form  of  the  notes  that,  when 
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passed  into  circulation,  would,  in  consequence  of  the  unimpeachable 
government  guarantee,  float  permanentlj, — be  employed  at  a constant 
average  in  effecting  commercial  interchanges,  and  never  be  brought 
back  to  be  exchanged  for  real  value — for  gold. 

T le  country  having  determined  to  avail  itself  of  the  convenience 
and  a dvantage  of  a paper  currency,  might  pass  a certain  number  into 
circu  ation,  by  purchase  of  gold,  to  be  held  in  a more  than  sufficient 
amouut  to  cash  any  notes  presented  for  payment  on  demand;  a further 
mud:  larger  amount  would  pass  into  circulation  through  payments  of 
salaries,  purchases  of  materials,  &c.,  and  would  command  value  as 
readi  y as  gold  itself,  and  be  retained  in  circulation  constantly,  although 
privileged  at  any  moment  to  return. 

If  the  community  has  issued  its  15  millions,  and  consumed  the  value 
it  got  for  them — squandered  in  useless,  or  devoted  to  necessary  war,  or 
made  use  of  for  the  sake  of  indulgent  remission  of  taxation  for  a time — 
there  is  so  far  an  end  of  them,  they  are  spent  and  gone;  and  supposing 
the  r(  source  to  be  fully  exhausted,  an  Emergency  fund  can  get  no  help 
here,  and  must  be  turned  over  to  taxation  or  a loan ; but  otherwise, 
if,  as  [ believe,  this  fund  of  value  is  still  unexhausted,  there  seems  no 
fairer  or  more  appropriate  source  than  the  note  circulation  which 
repres  ents  gold,  for  providing  the  fund  which  is  to  redress  the  disturbed 
balan  ;e  of  the  interchanges  that  note  circulation  promotes.  It  may  be 
thought  not  to  matter  much,  whether  the  nation  applies  the  whole  of 
this  land  to  its  general  purposes,  and  then  resorts  to  the  taxation  for 
the  sj  ecial  fund,  or  vice  versa;  but  there  is  a true  economical  value  in 
appropriation  of  proper  funds  to  proper  expeuditure,  and  our  analysis 
bring  5 up,  at  least,  very  distinctly  the  question. — wherefore  should  the 
State  concede,  gratuitously,  the  value  of  a privilege  that  may  so 
impoitantly  help  to  preclude  monetary  troubles,  to  private  bankers, 
whos(  misarrangements  so  often  grievously  aggravate  them  ? 

T'le  actual  disposal  of  a large  proportion  of  this  resource — the 
purcl  asing  power  of  the  permanent  note  circulation — is  included  in 
transactions  between  the  Government  and  the  Bank  of  England. 

Ii  the  first  place,  the  Bank  lent  to  the  Government  its  entire  capital 
at  a ^iven  rate  of  interest,  3 per  cent.  ; thus,  the  whole  of  its  capital 
may  be  said  to  be  invested  and  bearing  interest.  It  would  save 
an  ecuivoque,  if  we  were  to  say  at  once,  that  the  Bank  bought 
Ghjveinment  interest-bearing  securities  to  this  amount,  £15  millions, 
of  wh  ch  4 millions  were  in  the  form  of  saleable  securities,  and  11  millions 
were  Dank  notes,  which,  from  the  Government  security  behind,  had  all 
the  pi  irchasing  power  of  gold. 

T1  e capital  of  the  bank  in  this  form  gives  the  same  security  to  the 
bank  fliareholders  and  customers  as  if  the  whole  15  millions  had  been 
invested  in  consols  ; the  Government,  in  extreme  case,  would  be  bound 
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as  much  to  find  value  for  the  notes,  as  for  the  merelv  recorded  debt,  and 
could  do  so  infallibly  at  any  moment,  whether  by  tax,  loan,  or  new 
stock  that  at  one  price  or  another  would  lie  taken  instantly,  unless,  as 
it  has  been  said,  under  circuuDstances  when  even  the  fViilure  of  the 
Bank  of  England  would  be  comparatively  unimportant. 

The  ca])ital  of  the  Bank  thus  disposed  of  has,  apart  from  other 
privileges  annexed  to  the  arrangement,  the  value  of  a guarantee,  but 
otherwise  is  withdrawn  from  its  commercial  transactions ; in  this 
respect,  it  is  in  the  same  position  as  the  farms  and  tenements,  parks, 
and  pictures  of  a private  banker,  which  are  liable  fur  his  debts  to  his 
banking  customers,  but  quite  independent  of  his  banking  capital ; he 
might,  of  course,  realize  his  fixed  property,  and  would  then  have  a 
larger  loanable  capital  in  his  hands,  at  least  of  his  own,  but  he  might 
seriously  damage  his  credit,  and  justly,  as  he  would  be  exposing  the 
fund  to  precisely  the  same  risks  that  it  is  required  to  guarantee  ; and  the 
gross  free  loanable  capital  of  the  country  would  in  no-w’ay  be  increased, 
only  transferred  to  him  direct  from  a depositor  of,  perhaps,  his  own 
bank. 

That  a portion  of  the  security  held  by  the  Bank  is  in  the  form  of 
bank  notes,  is  an  accident  which  affects  the  principle  of  the  invest- 
ment as  such  no  more  than  if  it  merely  held  a receipt,  or  than  if  it  held 
3 per  cents,  to  the  full  amount  ; if  the  bargain  is  a bad  one,  the  terms 
may  be  mended  and  the  claim  revalued  quite  independently  of  the  con- 
cession of  the  note  circulation ; the  value  of  this  must  be  estimated 
on  its  own  basis  and  as  a separate  transaction.  Apart  from  such  a 
concession,  the  bonk  could  still  perform  all  legitimate  banking  opera- 
tions, just  like  the  joint  stock  banks  or  private  banks  that  do  not  issue 
notes  ; it  would  receive  deposits  and  grant  loans  exclusively  out  of  the 
balance  of  these — or  beyond  this,  merely  from  any  fund  of  reserved  or 
undivided  profit — the  Rest,  or,  as  we  have  said,  any  uninvested  balance 
of  paid-up  capital. 

The  transaction  respecting  the  capital  being  thus  cleared,  the 
privilege  of  issuing  notes  is  conceded  to  the  bank,  according  to  the 
letter,  in  consideration  of  an  annual  payment  of  £135,000;  but  can  we 
say  that  this  is  a net  direct  charge,  expressing  what  should  be  the 
value  of  their  permanent  loan  from  Government  of  the  large  mass  of 
gold-equivalent  notes  ? Or  is  it  merely  a balance  reduced  by,  say, 
reckoning  the  banking  profit  which  is  obtainable  from  the  large  public 
balance,  even  after  deduction  of  a charge  for  an  occasional  advance ; 
or  is  it  higher  still,  and  independently  or  not  of  such  a reduction,  than 
it  would  be  but  for  a recognition  that  the  annual  payment  of  £200,000 
is  not  sufficient  remuneration  for  services  in  managing  the  public 
debt  ? 

However  this  may  really  be,  to  keep  separate  matters  separate,  the 


D 


.30 


PANICS  AND  THEIR  PANACEAS. 


Stat  3 is  bound  to  pay  the  Bank  interest  for  the  capital  it  has  borrowed, 
at  tl  e due  rate  of  the  loan  market,  and  is  then  free  to  make  the  best 
bargain  it  can  for  conduct  of  its  banking  account.  In  case  of  a balance 
com  ng  out  by  the  arranged  terms,  it  will  have  to  pay  or  to  receive  and 
chai  :^e  the  Consolidated  Fund  accordingly,  and  so  it  will  again  stand 
quit  5 free  to  settle  the  terms  on  which  it  will  make  an  advance  to  the 
bank  to  the  extent  of  some  fifteen  millions  of  gold-equivalent  notes; 
it  may  enter  into  the  arrangement  that  the  Bank  shall  manufacture 
and  renew  the  notes,  record  issue,  &c.,  and  observ^e  certain  rules  in 
variable  amount  issued,  having  for  object  the  conservation  of  perfect 
con^  ertibility,  including  an  obligation  to  retain  a certain  proportion 
of  lullion  in  store  to  secure  this.  It  is  after  all  these  considerations 
hav(  been  reckoned  that  the  Bank  has  to  make  an  offer  for  the  enjoy- 
men:  of  the  concession;  it  would  only  be  lo  annex  one  more  con- 
sidei  ation  that  again  would  have  its  influence  on  the  offer,  to  require 
the  1 eservation  of  still  another  fund  of  bullion,  as  an  Emergency  fund. 

Che  capital  then  represented  by  the  Bank  of  England  note  circu- 
latio  1,  was  transferred,  on  u hatever  terms,  to  the  Govei-nment,  and  has 
been  consumed  or  spent  quite  as  much  as  the  capital  of  consols,  and 
like  :hat  has  been  an  annual  charge  ever  since.  It  might  seem  that  if  the 
community  would  redeem  this  conceded  portion  of  its  circulation,  it 
musi  raise  the  capital  by  new  loan  or  taxation,  and  repay  in  hard  cash 
wha'  it  borrowed  in  hard  cash  from  the  Governor  and  Company  of 
the  Bank  of  England.  But  this  is  by  no  means  necessary ; the 
inve  itment  of  the  Bank  capital  in  the  notes  as  Government  securities, 
is  ri  munerated  by  the  interest  receivable  on  the  amount ; and  if  tlu* 
property  in  the  notes  were  withdrawn  from  ihem  and  stock  at  3 per 
cent  at  rate  equivalent  to  market  price  given  instead,  and  theii* 
serv  ces  of  manufacture  and  issue  paid  distinctly,  the  affair  would  be 
on  the  way  to  be  closed. 

'^’he  Bank  would  now  be  under  no  obligation  to  retain  all  its  capital 
in  tl  e security  received,  but  could  conduct  its  banking  business  on  those 
well  ascertained  principles  of  banking  that  are  so  stringently  applicable 
to  p avate  and  other  joint  stock  banks. 

1 iut  in  any  case,  wdiether  we  consider  the  State  to  be  starting  free 
or  t(  • have  to  revise  an  existing  arrangement  with  its  bankers,  it  is  to 
the  resources  of  Permanent  note  circulation  that  we  must  look  not  alone 
for  Ihe  reserve  of  bullion  and  coin  that  will  always  assure  the  holder  of 
note?  that  they  can  be  realized  instantly  at  par,  but  also  an  Emergency 
rese  *ve,  which  shall  never  be  trenched  on  for  expenditure,  and  never  . 


for  loans,  unless,  under  such  critical  circumstances  as  but  for  its 
exisi  ence  would  justify,  would  necessitate,  even  the  trenching  upon  the 
]iroj  ortionate  reserve  against  circulation. 
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In  the  phenomena  of  a panic,  as  we  are  too  familiar  with  them, 
gold  is  required  for  export  to  restore  a balance  of  trade,  and  is  with- 
drawn for  notes  that  retire  from  circulation,  while  other  notes  are 
at  this  siornal  withdrawn  from  circulation  to  be  hoarded  in  case  of 
sudden  runs.  The  legal  proportion  of  bullion  to  circulating  notes  is 
thus  contracted,  and  the  Bank  is  unable  to  discount,  even  as  liberally 
as  it  safely  might,  because  the  notes  it  would  issue  in  so  doing,  though 
under  the  peculiar  circumstances  they  would  not  help  interchanges 
proportionately,  but  only  be  held  in  hand  as  security,  would  be  beyond 
the  proportionate  limit. 

At  present,  after  a gi’eat  and  disastrous  strain,  the  limit  is  relaxed, 
— the  rule  vitiated  ; whereas  the  strain  might  have  been  relieved — the 
disasters,  to  a great  extent,  prevented,  were  a fund  available  for  the 
emergency,  which,  under  the  control  of  some  fundamental  maxims  and 
the  best  administration,  would  permit  an  advance  from  the  Emergency 
to  the  Security  fund. 

As  the  administration  must  in  the  last  resort  depend  on  details  so 
essentially  technical  as  the  appreciation  of  securities  offered  for  dis- 
count and  the  arbitration  between  applicants,  it  can  scarcely  be 
entrusted  to  any  but  men  conversant  not  only  with  business  but  with 
current  business,  to  men,  in  fact,  in  the  mercantile  position  of  the 
Directors  of  the  Bank  of  England.  It  is  not  necessary  to  discuss 
here  the  principle  on  which  they  should  be  selected,  for  it  is  pretty 
certain  by  experience  that  no  better  could  be  adopted  than  that  on 
which  they  have  been.  How  far  their  action  should  be  restricted,  and 
how  far  prescribed,  by  legislation,  is  matter  for  careful,  but  need  not 
be  for  very  difficult,  inquiry ; it  will  principally  have  reference  to  the 
rule  of  limitation  of  the  lowest  interest  at  which  the  fund  shall  be 
drawn  upon,  on  securtties  of  what  nature  alone,  and  to  what  pro- 
portion of  their  amount,  advances  from  it  shall  be  made.  Simple 
legislation  can  never  be  relied  on  to  define  the  characteristics  of  a 
commercial  crisis  that  reaches  the  exact  point  of  an  emergency.  The 
social  complications  that  may  contribute  to  the  difficulty  cannot  be 
exhaustively  anticipated,  and  their  exact  nature  is  usually  difficult 
enough  to  detect  and  identify,  even  when  the  crisis  is  at  its  height ; 
something — much,  may  be  done,  however,  to  aid  sagacity  and  to  aid 
the  justice  in  point  of  time,  direction  and  vigour  of  the  action  to  be 
taken,  by  regular  collection  and  publication  of  monetary  and  general 
mercantile  and  agricultural  statistics,  and  by  the  laws  of  their  ascer- 
tained reactions  becoming  extensively  popularized.  The  soundest 

D 2 


r 


52 


PANICS  AND  THEIR  PANACEAS. 


max  ms  of  political  science  will  avail  but  little,  however  generally 
ado{  ted,  unless  facts  sufficiently  certified  to  jastify  action  are  prompt 
to  tl  e occasion. 

he  qualities  demanded  in  such  administrative  directors  as 
necessarily  very  rare,  are  of  the  highest  value;  and  their  possessors,  or 
the  institution  that  provides  them,  must,  therefore,  be  compensated  at 
no  t ’iiliug  charge,  rechargeable,  of  course,  just  like  the  manufacture  of 
the  notes,  upon  the  profits  of  the  note  circulalion. 

Tiie  cardinal  decision,  however,  as  to  the  exact  crisis  when  the 
Kme  rgency  fund  must  really  be  resorted  to,  can  only  be  safely  consigned 
to  Statesmen  unconnected  personally  with  banking;  if  competent 
statesmen  are  not  to  be  obtained,  I admit  that  there  is  no  help,  and 
pani ) and  manias  must  have  their  way. 


There  appear  to  be  three  modes  in  which,  under  the  present  con- 
ditions of  our  currency.  Permanent  note  circulation  might  be  made  the 
souriie  of  a large  Emergency  fund  of  bullion.  The  first  is,  the  re- 
dem](tion  from  the  Bank  of  England  of  the  bank  note  circulation,  as  it 
exist?,  by  direct  repayment  in  gold,  obtained  by  taxation  or  loan  from 
anot;  ler  source,  by  payment,  that  is,  in  new  stock ; this  redemption 
wouli,  I presume,  involve  an  increase  of  charge  to  the  State,  as  the  low 
rate  of  interest  at  which  the  concession  has  hitherto  been  made  to  the 


Bank  appears  to  have  been  a consideration  in  part  payment  for  services, 
and  the  difference  must  be  made  up  when  the  beneficial  bargain  is 
canci  lied. 

^ second  plan  might  be  resorted  to,  of  increasing  the  amount  of 
currt  ncy  represented  by  paper,  by  issue  of  notes  of  smaller  denomi- 
naticu;  notes  of  three  pounds,  of  fifty  shillings — half  five  pounds, — or 
even  one  pound  notes.  Except  as  a luxurious  indulgence,  a one  pound 
note  is  pi-obably  as  good  a form  of  circulation  as  a gold  sovereign,  as 
convenient,  as  safe,  as  serviceable;  can  be  quite  as  certainly  protected 
agaii  st  depreciation  as  a five  pound  note,  and  probably  be  as  well 
seem  ed  against  falsification. 

Sach,  however,  is  the  tendency  of  commerce  to  push  banking 
econo  mies  to  the  verge  of  danger,  that  it  may  be  as  well  to  favour  a 
custom  of  luxury,  which,  however  expensive,  at  least  conduces  to  the 
reten  tion  in  the  country  of  a considerable  amount  of  bullion  ; albeit 
that  or  sudden  or  sharp  emergencies  the  stock  of  circulating  sovereigns 
is  al  nost  entirely  out  of  reach  for  subserving  the  purposes  of  an 
Emeigency  Fund. 

Tbe  last  resource,  and  that  which  upon  every  principle  I would 
urge  and  advocate  resort  to,  lies  in  the  supi.Tseding  the  privilege  of 
private  bankers  to  issue  notes.  The  privilege  has  already  been  re- 
strict Bd,  and  it  is  high  time  that  it  were  abolished.  The  amount  of 
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bank  notes  in  tlie  TTnited  Kingdom  as  authorized,  independent  of  the 
Bank  of  England,  was,  on  30th  June,  1806,  £16,300,140  ; amount 
actually  in  circulation,  £14,087,546. 

One  conspicuous  evil  of  this  large  circulation  of  private  bankers’ 
notes, — of  notes,  that  is,  which  have  not  the  indispensible  and  perfectly 
attainable  quality  of  absolutely  certain  convertibility, — is,  thatonocca.‘^ion 
of  panic,  they  will  be  presented  to  the  issuers  for  payment,  and  Bank 
of  England  notes — notes  that  from  improved  legislation  have  the  quality 
required,  are  taken  in  place  of  them.  Whether  these  are  actually  so 
applied  for  and  taken  by  previous  holders  of  country  notes,  or 
whether  a country  banker  supplies  himself,  as  he  will,  with  a pre- 
cautionary store  in  case  of  a run  upon  him,  the  effect  is  the  same. 
The  field  that  the  Bank  of  England  note  circulation  has  to  cover 
suddenly  expands,  and  her  issues  have  this  call  upon  them  to  expand 
precisely  when  other  causes  are  constraining  hei-  to  contract  them  ; the 
reserve  of  notes  in  the  banking  department  is  drawn  upon  in  reduction 
of  proportion  to  store  of  gold,  without  any  real  relief  to  that  main  head 
of  monetary  difficulty  for  which  a full  supply  of  available  notes  is 
urgently  required. 

Evmn  though  the  privilege  had  never  been  so  grievously  abused,  it 
ought,  in  common  prudence,  to  be  withdrawn,  or  charged  with  such  a 
rent  as  would  provide,  in  a degree,  the  security  that  it  is  in  vain  to 
hope  from  the  private  bankers  individually  or  as  a body.  No  private 
reserve,  however,  will  ever  give  to  a private  note  the  solidity  of  one 
that  has,  like  the  Bank  of  England  note  at  present,  the  State  guarantee 
behind  it. 

The  institution  of  paper  circulation  comes  most  importantly  in  aid 
of  banking  operations  and  the  economies  of  a banking  svstem,  but  ill 
doing  so  it  is  not  only  bound  to  submit  itself  to  regulations  that  secure 
its  solidity  and  solvency  and  to  pay  its  own  expenses  and  thus  support 
itself  before  helping  others, — but  also  to  provide,  as  it  is  capable  of 
providing  security  against,  at  least,  the  worst  evils  that  from  time  to 
time  may  accrue  from  the  stimulus  it  supplies  to  banking  and 
business  generally. 

If  the  note  circulation  were  all  supplied  by  the  State,  the  addi- 
tional issue  might  easily  supply  a large  Emergency  fund  of  stored  gold, 
in  addition  to  a fund  in  hand  to  meet  the  fluctuation  in  circulation, 
and  to  another  invested  fund  that  would  pay  all  expenses  of  manu- 
facture, issue,  and  management. 

That  is  to  say,  I conceive  it  to  be  the  incumbent  duty  of  the 
Legislature,  in  protection  of  a public  that  can  only  be  protected  in  this 
case  through  the  action  of  its  Legislature,  to  provide  by  stringent 
enactment  forthwith  that  all  private  notes  should  be  retired  from 
circulation.  I recognize  no  right  to  compensation  on  the  part  of  the 
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private  Bankers,  with  w’hom  will  still  remain  all  legitimate  oppor- 
tunities for  Banking  operation, — for  profit  on  the  facilitation  of  inter- 
changes and  the  economy  of  capital.  Their  notes  will  be  returned  to 
them  principally  under  two  conditions  ; first  in  repayment  of  loans, — 
wind  , as  mere  loans  of  credit  not  of  actual  capital,  ought  never  to  have 
been  nade, — by  borrowers  who  ought  not  to  have  been  accommodated 
unlesi;  from  a fund  of  loanable  capital — wdio  must  await  the  existence 
of  su(  h a fund  or,  if  their  profits  will  afford  it,  may  attract  it  from 
some  other  district  by  better  rate  of  interest. 

T le  balance  of  notes  beyond  the  sum  that  directly  or  intermediately 
has  been  returned  to  cancel  loans,  must  of  course  be  met  by  the  issuing 
bankers  with  bullion.  The  hardship  to  the  banker  here  will  simply 
be — t lat  having  himself  taken  the  equivalent  of  a loan  he  is  now  called 
upon  to  cancel  it  by  refunding  the  actual  value  of  which  he  has  in  the 
mean  ime  been  the  holder.  If  his  operations  ha  ve  been  legitimate,  the 
value  he  has  thus  held  has  been  employed  in  proper  banking  operations. 


and  vill  be  speedily  and  readily  available.  The  privilege  with  which 
he  haa  been  so  perilously  entrusted  being  withdrawn,  his  opportunities 
of  pro  tit  will  be  restricted  to, — will  remain  neither  more  nor  less  than 
coextt  nsive  with  those  which  have  built  up  the  fortunes  of  generation 
after  g^eneration  of  bankers — who  never  issued  notes  at  all. 

W hen  the  channels  of  interchange  shall  have  been  thus  copiously 
deplef  ed  of  one  set  of  bank  notes  they  will  rendily  absorb  and  retain 
permfiiently  an  at  least  equivalent  amount  of  Bank  of  England, — of 


State  Bank  Notes, — a perfectly  new  issue  to  be  made  in  addition  to 
those  already  included  in  the  bargain  with  the  Bank.  The  State  may 
pass  this  newly  created  mass  of  notes  into  circulation  at  once  by  the 
purchise  of  bullion,  and  find  itself  in  possession  of  the  amount, — less 
expenses  of  manufacture  and  issue  of  the  paper, — of  ten  millions  of 
bullio  1 at  any  rate, — how  much  more  probably,  it  is  needless  to 
estinif  te  now. 

Oi  t of  this  ten  millions  it  cannot  be  necessary  to  set  aside  a larger 
propo  -tion  for  reserve  against  the  fluctuations  of  the  note  circulation 
than  1 as  been  found  more  than  sufficient  to  guarantee  a like  amount  of 
the  note  circulation  of  the  Bank  of  England  as  it  exists  at  present. 

T1  e balance  would  remain  in  hand  to  be  kept  sacred  from  the 
hankei’ing  hands  of  Chancellors  of  the  Exchequer  or  the  urgenev  of 
intere;ts  pressing  for  relief  from  taxation — as  a reserve  against  a 


natioral  crisis, — 


an  industrial  crisis  especially,  to  be  guarded  jealously. 


— replaced  religiously.  The  investment  in  such  a fund  would  be  no 
more  unremunerative, — no  more  in  derogation  from  the  ultimate  pro- 
ductiv  sness, — the  total  profit  realized  by  industry,  than  is  the  annual 
expenditure  upon  army,  navy,  and  police,  while  it  would  be  obtained, 
moreo  rer,  as  if  by  a feat  of  magic  from  the  air. 
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It  may  be  objected  that  such  a fund  could  never  be  protected 
against  the  solicitations  of  tlie  interests  that  from  within  the  very 
Legislature  itself,  even  more  powerfully  than  without,  would  press 
upon  Government  to  divert  it,  once  for  all,  to  other  purposes.  But 
this  difficiilty  I am  not  called  upon  to  discuss.  No  more  can  be 
required — ccrtaiidy  no  more  can  be  attempted  in  an  analysis  like  the 
present — than  to  determine  the  best  monetary  policy — gross  blindness 
or  corruption  in  the  general  State  apart. 

The  difficulties  encountered  in  inducing  members  of  the  community, 
or  even  the  very  professed  administrators,  who  are  practised  in  finance, 
and  most  exposed  to  the  very  road  of  financial  casualty,  to  take  due 
precautions  in  retaining  ready  money,  an  emergency  reserve,  are  well 
set  forth  by  Mr.  Hankey.  A Bank  Director  is,  perhaps,  excusable  for 
looking  at  the  question  from  the  point  of  view  of  the  Bank  Parlour 
rather  than  the  cabinet  of  the  Chancellor  of  the  Exchequer,  or  the 
closet  of  a philosopher,  and  we  may  appreciate  his  expo.sition  of 
difficulties,  though  taking  a different  path  to  a remedy,  or  more 
sans’uine  in  our  belief  that  one  is  to  be  found. 

o 

“ The  only  way  to  avoid,  or  at  all  events  to  diminish,  the  evils  of 
financial  panics  is  by  prudence  on  the  part  of  the  trading  community 
in  retaining  a ceitain  part  of  their  property  in  ready  money,  which  is  a 
word  I have  used  generally,  as  more  intelligible  than  available  capital, 
and  that  this  certain  part  must  be  proportionably  large  according  to 
the  extent  of  their  operation.’’ — IIanl:ey,  p.  BG. 

“ Such  a reserve  cannot  be  kept  by  the  Bank  of  England  to  an 
extent  or  in  a manner  which  will  supply  the  necessity  of  due  reserves 
by  bankers  and  other  traders.” 

“ The  mercantile  and  banking  communitv  must  be  undeceived  in 
the  idea  that  promises  to  pay  at  a future  date  can  be  converted  into  an 
immediate  payment  without  a supply  of  ready  money  adequate  for  that 
purpose,  and  must  learn  that  the  Bank  of  England  cannot  by  any 
expedient  be  made  to  supply  that  ready  money  beyond  what,  under  tlie 
ordinary  good  management  of  a deposit  bank,  it  can  retain  in  reserve-, 
and  that  when  all  that  reserve  is  gone  borrowers  must  wait  until  th.e 
demands  are  met  through  the  ordinary  channels  of  supply. 

“ Unfortunately,  this  has  not  been  the  doctrine  generally  entertained 
in  London  with  regard  to  the  Bank  of  England.  It  has  been  expected 
to  do,  as  I have  already  said,  that  which  is  really  impracticable,  fiwl 
ready  irumey  when  the  demand  has  exhausted  the  supply ; and  it  has  been 
the  desire  to  meet  this  unreasonable  demand,  whenever  it  has  occuiTed, 
to  an  undue  extent,  which  has  obliged  the  recourse,  on  three  separate 
occasions,  to  measures  which  would  never  have  been  necessary  had  the 
public  really  attended  to  the  safe  and  prudent  management  of  their 
own  busine.ss.” — Ilanhey,  Frincqdes  of  Banlriny,  p.  20. 
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“ The  trading  community  must  be  tanglit,  at  some  time  or  other, 
that  1 o such  establishment  as  the  Bank  of  England  can  pT’ovide  ready 
moner  beyond  a certain  clearly-established  limit,  and  that  limit  is  the 
moner  left  in  their  hands  by  their  depositors.” — p.  21. 

T lese,  and  several  other  passages  of  complaint  in  the  same  work, 
only  conduct  us  to  the  unsatisfactory  result,  that  there  is  no  remedy; 
that  lhe  only  course  that  would  be  etfectlve  will  never  be  taken;  that 
safety  could  oidy  ensue  from  people  learning  a.  lesson  that  they  never 
will  It  arn,  or  certainly  will  not  remember  at  the  very  times  that  its  appli- 
cation is  most  important — “a  conclusion  in  which  nothing  is  con- 
clude!.” 

Oae  glimpse  occurs  of  at  least  the  direction  in  which  the 
remedy  is  to  be  sought,  but  the  idea  is  not  disentangled  from 
the  a ‘cidents  of  existing  arrangements. 

“ One  other  course  might  be  suggested,  and  that  would  be  to 
keep  a certain  sum  unemployed  on  all  ordin.iry  occasions,  and  only 
to  mike  use  of  it  on  extraordinary  emergencies.  Thus  keeping,  say, 
one-t  lird  of  ordinary  deposits  as  a reserve,  there  wotdd  still  be  this 
additional  sum  to  make  use  of  in  times  of  panic,  or  to  prererit  j'^anic, 
but  i ‘ the  accounts  were  published  it  would,  of  course,  be  known  that 
this  extraordinary  reserve  was  in  hand,  and  there  would  be  no 
apparently  urgent  necessity  for  raising  the  rate  of  interest,  even 
thou|,di  the  ordinary  reserve  of  one- third  were  materially  diminished.” 

This  reasoning,  in  its  obvious  import,  is  so  lax  as  to  make  it 
difficult  to  think  that  its  true  meaning  must  not  be  something  different 
and  occult.  The  urgency  would  surely  be  apparent  enough,  as  the 
imm  nence  of  wreck  becomes  no  whit  less  apparent  from  a visible  danger 
of  the  long  boat  being  stove  in.  “But  who,”  pursues  Mr.  Hankey, 
“ is  ■ o be  the  judge  of  the  moment  when  this  additional  reserve  should 
be  Irought  out  and  made  use  of?”  The  Bank  Directors  surely,  and 
sure  y they  would  be  fully  competent,  as  they  have  proved  themselves 
inm^re  perplexing  difficulties.  The  rest  of  the  paragraph  I cannot 
apprehend  the  bearing  of.  It  is  not  hoped  that  a panic  can  be  avoided 
by  h ndino-  below  market  rate — the  main  reliance  is  upon  the  security 
of  h iving  money  to  lend  at  any  rate  at  all — at  a rate  consistent  with 
demand,  of  course, — on  conserving  the  integrity  of  this  fund  for  cases 
when  it  is  really  required,  by  well  guarded  rules,  contingent  upon 
final  cial  phenomena — drain  of  specie,  state  of  exchanges,  &c. — that  are 
inde  lendent  of  the  administrators  ; by  stringent  rules  for  the  replen- 
ishn  ent  of  the  fund. 

1 'hat  such  a fund  should  be  an  encouragement  to  imprudence  by 
its  (xistence  might  be  easily  prevented  by  the  severity  of  the  terms 
exac  red  from  those  who  should  have  recourse  to  it. 

The  resort  to  the  fund  should  be  certainly  made  dependent  on  the 
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permission  of  the  ^Ministry  of  the  day ; but  it  need  not  bo  bej  ond  hope 
that  it  might  prove  to  be  capable  of  almost  self-regulation. 

The  leading  rule  in  such  cases  must  be,  that  accommodation  so 
granted  must  never  be  yielded  on  terms  that  will  destroy  the  imitation 
to  foreign  or  expatriated  capital  to  come  in  to  relief. 


A few  words  sum  up  the  conclusion.  A nation,  like  an  indi\  idual, 
called  upon  to  pay  an  urgent  and  unusual  claim,  whether  due  to 
misfortune,  or  to  imprudence,  or  wrong,  will  find  the  inconvenience 
aggravated  intolerably  if,  having  no  emergency  reserves,  resort  must  be 
had  to  cash  required  for  daily  small  expenses,  to  cash  held  repayable  on 
demand,  or  to  ruinous  realizations  of  property.  When  the  difficulty 
accruing  under  such  circumstances  is  widely  spread,  panic  must 
ensue — mistrust  reigns,  sales  and  loans  arc  alike  impossible,  ruin  comes 
on  in  a deluge  ; and  when  the  waters  subside,  and  we  see  who  come 
out  of  the  ark,  wc  arc  puzzled  to  get  even  the  poor  consolation  of 
ta""iug  the  tale  of  such  misery  with  a moral. 
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